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INTERIM CHARGES

The Joint Committee on State Water Funding was tasked with the following:

(1) receive information on water infrastructure needs as identified in the state water plan;
(2) receive information on infrastructure cost and funding options to be used by local
entities to meet the needs identified in the state water plan;

(3) receive analyses of the funding gap and recommendations on how to address those
funding needs,

(4) receive information on whether all water fees assessed are sufficient to support the
required regulatory water-related state program functions and activities; and

(5) identify viable, sustainable, dedicated revenues and fee sources, or increases to
existing revenue and fees, to support state water programs and to provide for natura
resources data collection and dissemination, financial assistance programs, and water
resources planning, including funding to implement water management strategies in the

state water plan.

BACKGROUND

THE STATE WATER PLAN

Regional water plans, which are developed by 16 regional water planning groups, are
submitted to the Texas Water Development Board (TWDB) every five years. The
TWDB, through evaluation of the submitted plans, develops the State Water Plan one
year later. The steps required to develop aregiona water plan are provided in Appendix

A.



The 2007 State Water Plan was adopted by TWDB on November 14, 2006. Appendix B
contains a summary of the 2007 State Water Plan. The State Water Plan notes that the
population in Texas will grow to 45.6 million by 2060, and water demand will increase to
about 21.6 million acre-feet. The 21.6 million acre-feet of estimated future demand will
exceed current projected capacity and result in an estimated 2.7 million acre-feet of
unmet needs.® According to the 2007 State Water Plan, "if Texas does not implement the
water plan, gproximately 85 percent of the state's projected population will not have

enough water by 2060 in drought conditions."

The TWDB projected potential negative impacts to the state if strategies included in the
State Water Plan are not implemented. Negative impacts include stifled growth resulting
in decreases in regiona income, state and local tax receipts, jobs, population, and school
enrollment.® According to the 2007 State Water Plan, "if Texas does not implement the
water plan, water shortages during drought could cost businesses and workers in the state
approximately $9.1 billion by 2010 and $98.4 billion by 2060.”* An analysis of possible
impacts resulting from failure to implement the State Water Plan is included in Appendix

C.

PREVIOUSLEGISLATIVE EFFORTS TO FUND WATER PROJECTS

Providing adequate funding for water infrastructure projects has been an ongoing struggle
for the state. Throughout the past decade, there have been numerous attempts to secure a

dedicated source of revenue for water infrastructure projects. In 1997, during the 75th



Legidative Session, State Representative Ron Lewis filed House Bill (H.B.) 1802
relating to the development and management of the water resources of the state. The bill
proposed various changes, including authorizing the Texas Natural Resource
Conservation Commission, the predecessor of the Texas Commission on Environmental
Quality (TCEQ), to collect a fee from each public water supply system in the state.
House Bill 1802 also provided for the establishment of an annual water rights fee,
compensation to the basin of origin, and the establishment of a water facilities fund held
in the state treasury. Although H.B. 1802 failed to pass the 75th Legislature, efforts to
find a source of funding continued in subsequent legisiative sessions.® The portions of

H.B. 1802 relating to funding methods can be found in Appendix D.

Senate Bill (S.B.) 2, authored by Senator J.E. "Buster” Brown, 77th Legidature, 2001,
was an omnibus water bill that attempted to establish a revenue stream for water projects.
Senate Bill 2 was the successor of Senator Brown's bill that established the regional water
planning process S.B. 1, 75th Legidature, 1997. Several methods of revenue were
contemplated in SB. 2, including a water rights fee, a retail water customer fee, a
wastewater fee, and a surcharge on bottled water assessed on the manufacturer. Although
the proposed fees were removed from the bill prior to passage, incentives for rainwater
harvesting and small system sales tax exemptions were included in the final version of
the legislation.® Excerpts from the filed version of the hill relating to fees can be found in
Appendix E. While a revenue streamwas not secured through the passage of S.B. 2, the

77th Legislature did establish the Rural Water Assistance Fund (RWAF) and the Water



Infrastructure Fund (WIF), both of which were intended to be supported by future

appropriations.’

The RWAF was designed to help small rural utilities obtain low cost financing for water
and wastewater projects. The TWDB, through RWAF, offers tax exempt, low interest
rate loans with short and long-term financing options. Eligible borrowers are defined as
rural political subdivisions, including nonprofit water supply corporations, water districts
or municipalities serving a population of up to 10,000 (or that otherwise qualify for
federal financing), and counties in which no urban area has a population exceeding

50,000.8 For more information about RWAF, see Appendix F.

The WIF was designed to provide financial assistance for the planning, design and
construction of projects included in the State Water Plan. In order to receive financia
assistance through WIF, the applicant must be a politica subdivision of the state.
Political subdivisions that are eligible for WIF assistance include municipalities, counties,
river authorities, special law districts, water improvement districts, water control and
improvement districts, irrigation districts, and groundwater districts.®  Additional

information about WIF is available in Appendix G.

In April of 2004, Senator Ken Armbrister, Chairman of the Senate Committee on Natural
Resources, and Senator Robert Duncan, Chairman of the Senate Committee on State
Affairs, wrote a letter to TWDB Executive Administrator Kevin Ward requesting a fiscal

analysis of various potential funding sources for water projects. On September 8, 2004,



the TWDB presented a report to the Senate Select Committee on Water Policy entitled
Funding Analysis of the Sate Role in Financing Texas Water Needs. The report

provided several recommendations, which are included in Appendix H.

Senate Bill 3, 79th Legidlature, 2005, authored by Senator Armbrister, contained
legidative changes built upon the changes made by S.B. 1 in 1997 and S.B. 2 in 2001.
The bill, as filed, contained a section related to financing water projects through a water
conservation and development fee. Senate Bill 3 also attempted to transfer WIF to a
special fund outside the state treasury to be administered by TWDB. Senate Bill 3 failed
to pass the 79th Legidature. Excerpts from S.B. 3 relating to fees can be found in

Appendix I.

FUNDING PrRoOVIDED By THE 80TH LEGISLATURE

Title 31, Section 357.7(a)(14) of the Texas Administrative Code requires TWDB to
administer an infrastructure finance survey. The survey is intended to convey how
regional water groups plan to finance projects, as well as quantify the amount of money
that will be requested in state assistance.’® All municipa water providers that included a
recommended water management strategy in the 2007 State Water Plan received a
survey. The response rate to the first survey sent out by TWDB was low due to a
possible misinterpretation of the importance of a response. A second survey was later
distributed in an attempt to develop a more complete understanding of the need for state

assistance.™ A copy of the TWDB survey is provided in Appendix J.



Data obtained from the 2006 nfrastructure finance survey indicated that an estimated
$2.4 hillion in state assistance would be needed for water projects for years 2010 through
2060. The preliminary results of the 2007 TWDB survey reported that an estimated
$17.1 billion in additional state assistance was needed for 2010 through 2060. The
difference between the 2006 and the 2007 surveys was $14.7 billion The TWDB is
continuing efforts to increase the response rate to surveysin order to ensure that the need
for financia assistance from the state is fully comprehended. Additional information

about the water infrastructure survey isincluded in Appendix K.

Based on the need for state financial assistance that was established through the survey
process, the TWDB submitted an exceptional item request to the 80th Legidature for
implementation of water infrastructure projects included in the 2007 State Water Plan.
The 80th Legidature approved an investment of $762 million for the 2008-2009
biennium to fund State Water Plan projects.’? The $762 million is the first installment of
the $2.4 hillion in state assistance that will be invested over the next 11 years. Loca
entities will provide the rest of the money to fund approximately $6 billion in water

projects by 2020.13

CREATION OF JOINT COMMITTEE ON STATE WATER FUNDING

The appropriation made by the 80th Legislature for implementation of the State Water
Plan was by far the single largest appropriation for water infrastructure in Texas history.
However, the appropriation only addressed funding needs for projects through 2020 and

did not establish a dedicated source of revenue to fund the remainder of the State Water



Plan. Recognizing the need to secure additional funding for water projects, Senator Kip
Averitt authored S.B. 3 during the 80th Legislature. Article 5 of S.B. 3 established the
Joint Committee on State Water Funding (Joint Committee) to continue studying this
important issue. The Joint Committee was co-chaired by the chairmen of the Texas
Senate and House committees on Natural Resources. The remaining membership
consisted of three members of the Senate appointed by the Lieutenant Governor and three
members of the House of Representatives appointed by the Speaker of the House of

Representatives. Article5 of S.B. 3is provided in Appendix L.

On September 28, 2007, Speaker of the House of Representatives Tom Craddick
appointed Representatives Brandon Creighton, Dan Gattis, and Will Hartnett to the Joint
Committee. On December 3, 2007, Lieutenant Governor David Dewhurst appointed
Senators Duncan, Kevin Eltife, and Juan "Chuy" Hinojosa to the Joint Committee. On
February 20, 2008, Speaker Craddick appointed to the Joint Committee Representative
Mike "Tuffy" Hamilton, Chairman of the House Committee on Natura Resources,
which, by statutory direction, also made him Co-Chair of the Joint Committee. During

the 80th Interim, the Joint Committee held three hearings.

INTERIM EFFORTS/ISSUE STATUS

MAY 14, 2008, JOINT COMMITTEE HEARING

The first hearing of the Joint Committee was held in Dallas, Texas, on May 14, 2008. A
copy of the May agenda is provided in Appendix M. With respect to the State Water

Pan, the goal of the first hearing was to review funding needs included in the plan,



review the portion of state assistance required for various projects, and to hear from
stakeholders about their specific projects and mechanisms for funding implementation of
those projects. At the hearing, Executive Administrator of TWDB Kevin Ward discussed
the cost of implementing the water management strategies listed in the 2007 State Water
Plan. The portion of Ward's testimony related to the cost of the State Water Han is
included in Appendix N. Testimony received from various stakeholders may be obtained
through the Senate Committee on Natural Resources or by reviewing archives of hearing

proceedingsonline at: http://www.senate.state.tx.us/75r/senate/ CmArch.htm

The Joint Committee also received testimony from TWDB and TCEQ regarding their
water programs, sources of funding for those programs, and additional funding needs for
the programs. Copies of testimony provided by the Executive Administrator of TWDB
and the Executive Director of TCEQ regarding their water programs and respective

funding needs are included in Appendix O.

JuLy 9, 2008, JOINT COMMITTEE HEARING

The second hearing of the Joint Committee was held in The Woodlands, Texas, on July 9,
2008. The agenda for the July hearing is avallable in Appendix P. The goa of the
second hearing was to review various revenue options that could be employed to fund the
State Water Plan. Testimony regarding the benefits and challenges associated with using
public/private partnerships to implement water infrastructure projects was aso provided.
Written testimony about public/private partnerships that was submitted to the Joint

Committee isincluded in Appendix Q.



During the July hearing, Mr. Ward provided testimony highlighting a fiscal analysis of
various funding options and a review of entities that would be impacted by each source of

revenue. Highlights of Ward's testimony are included in Appendix R.

OCTOBER 21, 2008, JOINT COMMITTEE HEARING

The final interim hearing of the Joint Committee was held in Austin, Texas, on October
21, 2008. The agenda for the October hearing is provided in Appendix S. The god of
this hearing was to receive comments from stakeholders regarding five funding options
included in a comprehensve TWDB report entitled Potential Revenue Sources for
Funding Texas Water Programs, dated September 9, 2008. This report can be found in
Appendix T. The five funding options that were addressed during the hearing include
sales tax on retail sales of utility water and sewer, a water conservation and development
fee, awater rights fee, atap fee on public water supply connections, and the collection of
sales tax on bottled water sales A summary of the five funding options that were

discussed at the hearing can be found in Appendix U.

The Joint Committee also received testimony from TWDB and TCEQ regarding future
funding needs of the two agencies for state water programs. Information about
exceptional item requests related to water programs submitted by TWDB and TCEQ to

the 81st Legidature isincluded in Appendix V.



CONCLUSIONS

The establishment of a permanent funding source for full implementation of the State
Water Plan is a necessary step in the state's efforts to prevent severe water shortfalls in
the years ahead. Projected waer infrastructure funding needs cannot be met solely

through current levels of funding.

To determine the amount of funding needed to implement water infrastructure projects,
the results of the infrastructure finance survey conducted by TWDB must be as accurate
as possible. To achieve the highest level of accuracy, the Texas Legislature should assist
TWDB in improving the response rate to the measure. Awarding financial assistance to

entities that do not respond to the survey is a decision that should be carefully considered.

The 81st Legidature should utilize the information provided by the Joint Committee to
determine the best method of establishing a permanent funding source for the State Water
Plan. A source of permanent funding could be established through a proposed option
included in the TWDB report, a combination of proposed options, or an alternative
option. When examining water project financing options, lawmakers must consider

which methods will result in the lowest cost to taxpayers.™

Establishing a dedicated source of funding for the State Water Plan ranks among the top

obligations facing the Texas Legidature. An affordable, abundant, clean supply of water

is fundamental to every aspect of future growth in this great state. Ensuring an adequate

10



water supply for future generations of Texansis not merely a quality of life issue; it isan

existence of life issue that must be achieved.

11
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Steps Required to Develop a Regional Water Plan in Texas

e Scenario is the drought of record; supplies based on firm yield

o Fifty year planning horizon on 5-year cycles; decadal
projections

e Project population; begin with census data as base

e Determine existing water demands for 6 sectors; (municipal,
manufacturing, mining, steam-electric power, livestock, and
irrigation)

e Calculate existing supplies; groundwater & surface water that
are physically and legally available

e Compare existing supplies with demands over time to evaluate
needs for additional water for each water user group (existing
supply — demand = need or surplus)

¢ Evaluate potentially feasible strategies including conservation,
drought management, reuse, existing supplies, & new supplies

» Evaluate all potentially feasible strategies for cost, quantity,
reliability, and effects of strategies on agriculture, natural
resources, water quality, other water resources

e Recommend water management strategies; may recommend
alternate strategies

e Recommend ecologically unique stream segments and
reservoir sites for legislative designation

e Make policy recommendations; regulatory, administrative or
legislative

 Public participation during process; required meetings, hearings
and adoption of plan; approval by TWDB
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2007 State Water Plan Summary Data

| (millions) 2000 2010 2020 2030 2040 2050 2060
Population 20.9 24.9 29.1 33.1 36.9 41.1 45.6
Water
Demand
(ac-ft) 17.0 18.3 19.0 19.6 20.1 20.8 21.6
Existing
Supply (ac-ft) - 17.9 16.9 16.1 15.4 15.0 14.6
Projected .

Needs (ac-ft) i 3.7 4.9 5.9 6.9 7.8 8.8
Recommended

Strategies

(ac-ft) - 3.6 5.3 6.2 6.8 8.2 9.0
Unmet Needs

(ac-ft) - 1.8 2.1 2.5 2.7 2.8 2.7
Capital Costs

total = $30.7B $3.6M $6.2M | $6.8M | $8.2M | $9.0M

$5.3M

Financing Capital Costs of Strategies

Total Capital Costs = $30.7 billion
Total Capital Costs for Municipal Water User Groups = $29.3 billion

IFR Survey of Municipal Water User Groups

Additional State Assistance Needed from = $2.1 billion
Additional State Assistance Needed for 2010-2020 WMS = $1.7 billion

Economic Impacts of Not Meeting Needs

2010 2020 2030 2040 2050 2060
Regional
Income $9.1B| $19.7B| $29.8B| $44.0B| $66.1B| $98.4B
State and :
Local
Taxes $466M | $968M $1.5B $2.2B $3.3B $5.4B
Jobs 119,000 | 244,000 | 376,000 | 552,000, 802,000 1.2M
Lost
Population | 180,000 | 363,000 | 554,000, 804,000 1.2M 1.8M
School
Enrollment | -46,000 | -93,000 | -141,000 | -196,000 | -294,000 | -438,000
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Economic Impact Analysis for Water Supply Strategies
Recommended in the 2007 State Water Plan

Introduction

The following document summarizes the economic impacts of implementing water supply
management strategies identified in the 2007 State Water Plan including the:

1. potential avoided costs of implementing these projects and creating “drought-proof”
water supplies in communities throughout Texas; and

2. economic multiplier effects of expenditures on project planning, design and construction
supported via state financial assistance programs.

1) Avoided Costs of Implementing Water Management Strategies
Recommended in the 2007 State Water Plan

As part of the state water plan, the TWDB developed economic impact models to measure the
potential economic costs of not developing water supplies as recommended in the state water
plan. If water supply strategies are not implemented, an event similar to the 1950s drought of
record could cost water consumers in Texas an estimated $9.1 billion in 2010 (Table 1). In
subsequent years, costs could increase substantially. For example, in 2060 estimated economic
costs total $98.4 billion.

Table I: Potential avoided costs of implementing water management strategies identified in the 2007
State Water Plan

Costs to water Lost state and local
Decade consumers businesses taxes Numbf:r of full and
($billions) ($billions) part time jobs lost
2010 $9.1 $0.5 119,000
2020 $19.7 $1.0 244,000
2030 $29.8 $1.5 376,000
2040 $44.0 $2.2 552,000
2050 $66.1 $3.3 802,000
2060 $98.4 $5.4 1,234,000

Source: 2007 State Water Plan.
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2) Economic Impacts Associated with Expenditures on Project Planning,
Design, and Construction Supported through State Financial Assistance
Programs

Constructing water supply infrastructure projects would have an economic stimulus effect on the
state’s economy. Expenditures on materials, labor and increased income in economic sectors that
provide planning, design and construction services would result in greater demands for goods and
services in the state. In addition, investments could generate additional jobs and an overall
increase in consumer spending. Using IMPLAN Pro software and data, regional economic models
and multipliers that capture the direct and indirect economic impacts of implementing municipal
water management strategies were estimated and applied to projected expenditures. Measured .
variables include:

= total sales revenues;

* income including wages and salaries paid by industries, corporate income, rental income,
interest and corporate transfer payments;

» state and local business taxes consisting of sales taxes, excise taxes, property taxes, fees,
licenses and other taxes paid during the normal operation of an industry (does not include
any type of income tax); and

* employment measured by the number of full and part-time jobs (annual average) required
by a given industry. '

According to the state water plan, state appropriations to leverage TWDB financial assistance
programs could provide approximately $2.4 billion worth of funding from 2009 through 2015 for

project planning, design and construction. In terms of economic stimulus impacts this would:

= generate $3.41 billion in total sales revenues in the construction, engineering and
materials sectors and supporting businesses;

= create $1.90 billion worth of income for Texas residents;
= generate $0.61 billion in state and local tax receipts; and

* support and/or create 32,840 full and part-time jobs.'

' Employment impacts refer to positions created or supported by spending. While it is true that many businesses affected by spending
may hire new workers, many firms may not, and thus employment impacts should be considered an upper bound.
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By Lewis of OrangeH.B. No. 1802

A BILL TO BE ENTITLED
AN ACT
relating to the development and management of the water resources of the state; assessing fees;
making appropriations.
BE IT ENACTED BY THE LEGISLATURE OF FTHE STATE OF TEXAS:
SECTION 1. Subchapter F, Chapter 5, Water Code, is amended by adding Section 5.2361 to

read as follows:

Sec. 5.2361. WATER RESOURCE MANAGEMENT ASSESSMENT. (a) To ensure the

adequate support of the state's responsibilities for the management of water resources, including

the development of available water supplies, the provision of adequate water utility services, and

the protection of the quality of water and drinking water sources in the state, the commission is

authorized to assess a fee to be collected from each public water supply system in the state.

(b) The fee shall be collected annually from the operator of each system authorized under

Chapter 341, Health and Safety Code, to distribute drinking water to the public. The commission

by rule shall establish a rate or rates for the fee for each user served by a public water system.

The rates may reflect the type of water user and the amounts of water used by different classes of

users. The fee for a residential customer shall not exceed a cost of $1 per month of each retajl

connection to a public water system.

(c) The operator of a public water system subject to an assessment under this section may

retain five cents for each connection on its system to offset the administrative costs of the

assessment and collection.

(d) The fees collected under this section shall be deposited to a special fund known as the

water facilities fund established by Section 15.010 for use under that section.




SECTION 2. Subchapter D, Chapter 11, Water Code, is amendéd by adding Section 11.1352 (0

to read as follows:

Sec. 11.1352. ANNUAL WATER RIGHTS FEE. (a) The commission shall assess a fee for

those water rights held under the authority of this chapter and specified in Subsection (b). A fee

shall not be assessed for water rightsrfor municipal use. The fee shall be paid annually and is

based on the amount of the water authorized to be used.

(b) Fees under this section shall be assessed _for the following uses and shall not exceed the

following amounts:

(1) industrial--50 cents per authorized acre-foot;

(2) irrigation--10 cents per authorized acre-foot;

(3) other consumptive freshwater uses--50 cents per acre-foot: and

(4) hydro-power--one hundredth of one cent per kilowatt produced.

(c) Fees collected under this section shall be deposited to a special fund known as the water

facilities fund established by Section 15.010 for use under that section. {

(d) A water right holder within the jurisdiction of a watermaster authorized under this chapter

who pays a fee to reimburse the watermaster for the expenses of that office is not subject to a fee

for a water right under this section.

(e) To receive funding in accordance with Section 15.010(h), a political subdivision as

defined under Chapter 15 holding a water right located in an area under the jurisdiction of a

watermaster in accordance with Subsection (d) must pay fees in accordance with Subsection (b)

and Section 15.010(i).

(H_To receive funding in accordance with Section 15.010(h), a groundwater conservation

district must pay annual fees in accordance with Section 15.010(i) for the following uses and

shall not exceed the following amounts:

(1) industrial--50 cents per acre-foot;

(2) irrigation--10 cents per acre-foot; and

(3) other--50 cents per acre-foot.




SECTION 3. Subchapter C, Chapter 11, Water Code, is amended by adding Section 11.0851
to read as follows:

Sec. 11.0851. COMPENSATION TO BASIN OF ORIGIN. (a) When approving applications

under Section 11.085, the commission shall determine an amount of money that shall be paid to

the benefit of the basin of origin to assist the basin of origin in providing projects to conserve,

convey, and develop surface or subsurface water resources, to provide for the maintenance and

enhancement of the quality of water, and to provide nonstructural or structural flood control.

The amount of money to be paid shall not be less than $1 per authorized acre-foot per annum. In

determining that amount, the commission shall consult with the board and consider, in part, the

projected future needs of the basin of origin as identified in the state water plan.

(b) The compensation that the commission determines shall be paid for the benefit of the

 basin of origin under Subsection (a) shall be deposited to the water facilities fund established by

Section 15.010. The compensation shall be paid annually so long as the transfer is authorized.

(c) Payments deposited under Subsection (b) into the water facilities fund shall be accounted

for separately according to the appropriate basin of origin. These funds shall not be calculated in

determining the percentage of funds allocated under Sections 15 .010(d) and (e). These funds

may be used by the board to benefit the basin of origin:

(1) by providing financial assi'stance, including low-interest loans, to political

subdivisions located in the basin of origin for projects under Section 15. 102(a);

(2) for acquisition of projects under Subchapter E, Chapter 15, or Subchapter E,

Chapter 16;

(3) for payment of debt service on bonds issued for state participation by the board

for projects that benefit the basin of origin; or

(4) for other purposes for which board funding programs may be used to benefit the

basin of origin.

SECTION 4. Sections 15.001(5) and (6), Water Code, are amended to read as follows:



(5) "Political subdivision" means a state agency, city, county, district or authority

created under Article 11, Section 52, or Article XVI, Section 59, of the-Texas Constitution, any
other political subdivision of the state, any interstate compact commission to which the state isa

party, and any [aenprefit] water supply or sewer service corporation as defined by Section
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(6) "Project" or "facility" means:
(A) any undertaking or work to conserve, convey, and develop surface or
subsurface water resources in the state, to provide for the»maintenance and enhancement of the
quality of the water of the state, to provide nonstructural and structural flood control, drainage,

subsidence control, recharge, chloride control, and desalinization, to provide for the acquisition

of water rights and the repair of unsafe dams, and to carry out other purposes defined by board

rules; or

(B) any undertaking or work outside the state to provide for the

maintenance and enhancement of the quality of water by eliminating saline inflow through well
pumping and deep well injection of brine.

SECTION 5. Section 15.002(a), Water Code, is amended to read as follows:

(2) The legislature finds that it is in the public interest and to the benefit of the general public
of the state to encourage and to assist in the planning and construction of projects to develop and
conserve the storm water and floodwater as well as the ordinary flows of the rivers and streams

of the state and of the subsurface water resources in the state, to maintain and enhance the quality

of the water of the state, to provide protection to the state's citizens from the floodwater of the
rivers and streams of the state, to provide drainage, subsidence control, public beach

nourishment, recharge, chloride control, and desalinization, to allow the purchase of water rights

for future transfer or for use, or for holding or retiring for environmental purposes, to provide a

mechanism for state acquisition and enhancement of fish or wildlife habitat, and other purposes

as provided by law or board rule. >



SECTION 6. Section 15.008, Water Code, is amended to read as follows:
Sec. 15.008. Grant Standards. Chapter 783, Government Code, [Fhe-Uniform-Grant-and

£1081 (Artinla 4412(29
10T \l lf\dlv j'_TlJ\J&

y—Vernon's-Texas-Civil Statutes)] does not
apply to a contract under Subchapter C, F, H, J, [o#] K, or L of this chapter.
SECTION 7. Subchapter B, Chapter 15, Water Code, is amended to read as follows:
SUBCHAPTER B. WATER FACILITIES FUND AND WATER ASSISTANCE FUND

Sec. 15.010. WATER FACILITIES FUND. (a) The water facilities fund is created as a fund

in the state treasury and shall be administered by the board under this chapter and rules adopted

by the board. The fund is created and shall be maintained to provide funding for the state's

various programs for water resources development and management.

(b) The water facilities fund shall consist of*

(1) appropriations from the legislature:

(2) fees dedicated by Sections 5.2361, 11.0851, and 11.1352:

(3)_any fees or sources of revenue that the legislature may dedicate for deposit to the

(4) repayments of loans from the water loan assistance fund:

(5) money from the purchase or lease of state ownership interests in projects under

Subchapter E;
(6) interest earned on the fund:

(7)_money from gifts, erants, or donations to the fund:

(8) money from any other source designated by the legislature or the board; and

(9)_funds received from the sale 6f any political subdivision bonds or obligations

held in the water loan assistance fund or the project acquisition fund.

(c) A portion of the fee revenues deposited in the water facilities fund, not to exceed 11.8

percent, shall be transferred and used to fund any of the operating expenses of the commission

relating to water resources management and protection. Money appropriated to the commission

from fees collected under Section 5.2361 may be used to supplement any other funds available to




the commission for the purposes of supporting the commission's regulatory and water resource

programs under this code and Chapter 341, Health and Safety Code. Money appropriated to the

commission from fees collected under Section 11.1352 may be used to supplement any other

funds available to the commission in the administration of Chapter 11 and other provisions of

this code relating to the management of the surface water resources of the state. Any amounts

appropriated from the water facilities fund to the commission may be transferred to and

appropriated from the water resource management account in the general revenue fund.

(d) The legislature hereby appropriates without further legislative action any funds deposited

in the water facilities fund under Subsections (b)( 4), (5), and (9) and 50 percent of the money in

the water facilities fund remaining after uses prescribed by Subsection (¢). The board by rule

shall determine the manner to provide financial assistance from these funds through the

following financial assistance programs of the board, including financial assistance for hardship

projects, and shall determine the amount of money allocated for transfer to:

(1) the water assistance fund established under Section 15.011 to be used for loans

from the water loan assistance fund and for project acquisition under Subchapter E;

(2) the development fund clearance fund established under Section 17.077(a) or to

any fund created for payment of bonds issued for the purposes authorized by Section 49-d,

Article I1I, Texas Constitution, such transfers under this subdivision to be used only to support

payments of bonds issued or contracts executed for state acquisition of facilities under Section

49-d, Article ITI, Texas Constitution;

(3) the agricultural water conservation fund established under Subchapter J, Chapter

17. to be used for purposes authorized by law;

(4) the state water pollution control revolving fund or additional state revolving

funds under Subchapter J;

(5) the Texas water resources fund established under Subchapter I, Chapter 17, for

purposes authorized by law. The board may pledge not to exceed one-half of the first revenues

dedicated for deposit into the water facilities fund from fees under Sections 5.2361 and 11.1352




to be used without further appropriation to make payments on revenue bonds issued under the

authority of Subchapter I, Chapter 17: and

(6) the general revenue fund for use without further appropriation for purposes of

providing operational expenses of the board in an amount not greater than two and one-half

percent times the amount of financial assistance provided by the board from the water facilities

fund for the purposes of providing the financial assistance authorized in this act.

(e) The legislature hereby appropriates without further legislative action the money deposited

annually into the water facilities fund and remaining after uses prescribed by Subsections (c) and

(d). Money appropriated by this subsection shall be divided annually and equally among the

following categories:

(1) acquisition of real property necessary for water supply projects:

(2) reservoir construction:

(3) water and wastewater treatment and conveyance facilities, including reuse
facilities;

(4) conservation, including aquifer recharge:

(5) weather modification:

(6) brush control and reestablishment of grassland;

(7) flood control and drainage:

(8) salinity control:

(9) _dam repairs;

(10) nonpoint source pollution control: and

(11) for transfer to the conservation and restoration fund at the request of the Parks

and Wildlife Department for use under Subchapter O.

(f)_Funds allocated by Subsection (e) to be used under Subdivisions (1)-(10) of that

subsection shall be transferred by the board from the water facilities fund in amounts determined

by the board to the water loan assistance fund, the project acquisition fund, the pilot weather

modification fund, the research and planning fund, or any other fund in the water assistance fund




from which erants may be made, to be used as provided by law. However, none of the funds

shall be used for making grants for purposes specified in Section 15.102(b) or 15.407 or

Subchapter K, Chapter 17. On a finding of imminent public necessity, the board annually may

redistribute up to 15 percent of the funds appropriated among Subdivisions (1)-(10) of

Subsection (e) to be used for any of the purposes in those subdivisions. At the request of the

Parks and Wildlife Department, funds allocated by Subsection (e)(11) shall be transferred to thé

conservation and restoration fund for use under Subchapter O.

(2) The board may invest, reinvest, and direct the investment of money accumulated in the

water facilities fund as provided by law for the investment of money under Section 404.024,

Government Code.

(h) Political subdivisions that are required to pay fees under Sections 11.0851 and 11.1352,

or that are required to assess fees under Section 5.2361, are not eligible to receive financial

assistance made available from the water f:acilities fund unless they have paid, or collected and

paid, such fees since the inception of the fund.

(i) To be eligible to receive financial assistance made available from the water facilities fund,

a political subdivision that is not required to pay fees under Section 1 1.0851 or 11.1352 may

agree to pay fees equivalent to fees that would have been paid had the fees been collected since

inception of the act, with accrued interest at a rate determined by board rule, under the following

conditions:

(1) the fees shall be paid within one year of the effective date of this act; or

(2) the political subdivision must obtain legislative authorization to later pay such

fees. The board by rule shall establish the methods for allowing such political subdivisions to

make payments of fees that have not previously been paid.

(i) The payment of fees to establish eligibility under Subsections (h) and (i) does not

guarantee a political subdivision will receive funding made available by the water facilities fund.

(k) The water facilities fund may not be used to provide grants or loans of any type for

projects cligible for cconomically distressed areas funding or for payment of debt service on




bonds issued pursuant to Section 49-d-7(e), Article III, Texas Constitution, nor shall the fund be

used to benefit projects approved before passage of the bill creating the water facilities fund.

Not more than five percent of any of the money contributed annually to the fund shall be used by

the board to purchase water rights, nor shall any board funds be used to purchase water ri ghts for

environmental purposes.

Sec. 15.011. Water Assistance Fund. (a) The water assistance fund is created and shall be
administered by the board under this chapter and rules adopted by the board.

(b) After notice and hearing and subject to any limitations established by thé General
Appropriations Act, the béard may transfer money from the fund to the loan fund created under

Subchapter C of this chapter, the project [sterage] acquisition fund created under Subchapter E

of this chapter, the research and planning fund created under Subchapter F of this chapter, [and]

the hydrographic survey account created under Subchapter M of this chapter, the pilot weather

modification fund created under Subchapter N of this chapter, and the conservation and

restoration fund created under Subchapter O of this chapter, provided the hydrographic survey

account transfer does not exceed $425,000.

Sec. 15.012. Management of Fund. (a) The board may invest, reinvest, and direct the
investment of money accumulated in the fund.

(b) Money appropriated by the legislature to the fund shall be deposited in this fund. Gifis or
grants from the United States government, local or regional governments, private sources, or

other sources may be deposited in this fund. Money from the water facilities fund shall be

deposited in this fund at the direction of the legislature or the board.

(c) Money appropriated to the fund by the legislature for a specific purpose stated in

Subchapter C, E, F, [ex] M, N, or O of this chapter or appropriated to any other fund into which

money from the fund may be transferred shall be placed in the appropriate fund created by that

subchapter.



(d) The money held in the fund may be invested as provided by law for investment of money
under Section 404.024, Government Code.

SECTION 8. Section 15.101(b), Water Code, is amended to read as follows:

(b) Repayments of loans shall be deposited in the water facilities [assistanee] fund.

SECTION 9. Section 15.102, Water Code, is amended by amending Subsection (a) and
adding Subsections (¢) and (f) to read as follows:

(a) The loan fund may be used by the board to provide loans of financial assistance to
political subdivisions, federal agencies, or both political subdivisions and federal agencies acting
jointly for the construction, acquisition, improvement, or enlargement of projects, including
those involving water conservation, water development, or water quality enhancement,

conveyance facilities, nonpoint source pollution control, or providing nonstructural and structural

flood control, or drainage, or project recreation lands and revenue-generating recreational

improvements within any watershed, including projects for the purposes of [e¥] providing

recharge, chloride control, subsidence control, repair of unsafe dams, acquifer recharge, brush

control and reestablishment of grasslands, weather modification or desalinization, purchase of

land for projects eligible for any other funding of the board, the acquisition of land or options for

acquisition of land to preserve such land for future water supply projects, for creation and not to

exceed two vears' operational expenses for newly formed districts or authorities created under

Section 52. Article ITI, or Section 59, Article XVI, Texas Constitution, as provided by legislative

appropriations, this chapter, and the board rules.

(e) The board by rule shall establish the interest rate for loans made from the loan fund,

which shall be at or below market interest rates.

(f) The board may make grants to political subdivisions for the purposes listed in Section

15.010(e) in amounts not to exceed 90 percent of the net cost of a project to political

subdivisions after deducting federal funds available for the project. The board may provide a

grant under this subsection only if, after making the findings required in Sections 15.105(1) and

(3), the board finds there is broad state interest not directly benefiting the grantee alone that




warrants the grant in the amount approved by the board or the board finds the project can be

reasonably accomplished only with a erant in the amount approved by the board. The board by

rule shall establish the procedure for grant applications and the method for ranking which

projects receive funds for grants.
SECTION 10. Section 15.105, Water Code, is amended to read as follows:
Sec. 15.105. CONSIDERATIONS IN PASSING ON APPLICATION. In passing on an

application for financial assistance under Section 15.102(a) or (b) from the loan fund, the board

shall consider but is not limited to:

(1) the needs of the area to be served by the project and the benefit of the project to
the area in relation to the needs of other areas requiring state assistance in any manner and the
benefits of those projects to the other areas,

(2) the availability of revenue to the applicant from all sources for the ultimate
repayment of the cost of the project, including all interest;

(3) the relationship of the project to overall statewide needs;

(4) the ability of the applicant to finance the project without state assistance; and

(5) for applications for grants for economically distressed areas, the regulatory
efforts by the county in which the project is located to control the construction of subdivisions
that lack basic utility services.

SECTION 11. The heading to Subchapter E, Chapter 15, Water Code, is amended to read as
follows:
SUBCHAPTER E. PROJ ECT [STORAGE] ACQUISITION PROGRAM
SECTION 12. Section 15 .301, Water Code, is amended to read as follows:
Sec. 15.301. Fund Created. There is created a fund in the state treasury to be known as the
project [sterage] acquisition fund which is to be funded by direct appropriations and by transfers

from the fund at the discretion of the board or direction of the legislature.

SECTION 13. Section 15.302(a), Water Code, is amended to read as follows:



(a) The board may use the project [storage] acquisition fund for projects including the design,
acquisition, lease, construction, reconstruction, development, or enlargement in whole or part of

any existing or proposed [water-sterage] project and including the acquisition of land or options

for the acquisition of land to preserve such land for future water supply projects.

SECTION 14. Sections 15.304 and 15.306, Water Code, are amended to read as follows:

Sec. 15.304. Permits Required. Except as provided by Section 15.3041 of this code, the board
shall obtain permits from the commission for the storage, transportation, and application to
beneficial use of water in reservoirs and associated works constructed by the board, and for any

other permit required by state law, and may expend funds from the project acquisition fund for

such purposes.

Sec. 15.306. Board Findings. Before the board may acquire [storage] facilities [any
reservoir], the board shall find affirmatively that:

(1) [i bl hat & " o oy
cacilities:

[€2)] the cost of the facilities exceeds the current financing capabilities of the area
involved, and the facilities cannot be reasonably financed by local interests without state
participation;

(2) [33] the public interest will be served by acquisition of the facilities; [and]

(3) [(9)] the facilities to be constructed or reconstructed contemplate the optimum
development of the project [site] which is reasonably reserved under all existing circumstances,
and

(4) the needs addressed by the project will be addressed in a manner consistent with

the state water plan, unless the board determines that conditions warrant waiver of this

requirement [of-the-site].
SECTION 15. Section 15.3061(a), Water Code, is amended to read as follows:
(a) If money is not available in the fund to provide money for projects approved under this

subchapter, the board shall prepare and submit with its biennial budget request to the Legislative



N

Budget Board and t;) the presiding officers of each house of the legislature a list of all projects

approved by the board under this subchapter or that could have been funded had sufficient funds

been available.
SECTION 16. Section 15.307, Water Code, is amended to read as follows:
Sec. 15.307. Facilities Wanted by Political Subdivision. The board shall not acquire any
facility to the extent that the board finds that the political subdivision:
(1) is willing and reasonably able to finance the acquisition of the facility;

(2) has not qualified by obtaining the necessary permit; however, the board may

make a commitment to acquire a facility contingent upon all needed permits being obtained by

the political subdivision or the board; and

(3) has proposals that are inconsistent with the objectives of the state water plan.

SECTION 17. Section 15.308(a), Water Code, is amended to read as follows:

(a) The board may execute contracts which include but are not limited to the design,
management, acquisition, lease, construction, reconstruction, development, enlargement,
operation, or maintenance, singularly or in any combination, of any existing or proposed
[sterage] project.

SECTION 18. Section 15.309, Water Code, is amended to read as follows:

Sec. 15.309. Specific Contracts Authorized. Contracts authorized by Section 15.308 of this
code include but are not limited to the following:

(1) federal grants or grants from other sources;

(2) contracts which may be fully or partially secured by water purchase or
repayment contracts executed by political subdivisions of the state for purchase of water and
facilities necessary to supply present and future regional and local water requirements;

(3) contracts for goods and services necessary for the design, management,
acquisition, lease, construction, reconstruction, development, enlargement, implementation,

operation, or maintenance of any existing or proposed project or portion of the project; and



(4) contracts secured by the pledge of all or any part of funds in the facilities : )

[sterage] acquisition fund.

SECTION 19. Section 15.313(a), Water Code, is amended to read as follows:

(a) The board may sell, transfer, or lease, to the extent of its ownership, a project acquired,
constructed, reconstructed, developed, or enlarged with money from the facilities [steorage]
acquisition fund.

SECTION 20. Sections 15.314 and 15.316, Water Code, are amended to read as follows:

Sec. 15.314. Permit Required. Before the board grants the application to buy, receive, or

lease the facilities, the applicant shall first secure all permits [a-permit] for water use ot other

permits for operation of the project from the commission. If the facilities are to be leased, the

permit may be for a term of years.
Sec. 15.316. PROJECT [RESERVOIR] LAND. The board may lease acquired project

[reserveir] land until construction of the project [dam] is completed without the necessity of a

permit issued by the commission.

SECTION 21. Sections 15.317(a) and 15.318(a), Water Code, are amended to read as
follows: \

(a) The price of the sale or transfer of a state facility acquired on or subsequent to September
1, 1981, other than a facility acquired under a contract with the United States, shall be the sum of
the direct cost of acquisition, plus an amount of interest calculated by multiplying the lending
rate in effect at the date of acquisition by the ﬁmount of board money disbursed for the
acquisition times the number of years and fraction of a year from the date or dates of the
disbursement of funds to the date or dates of the sale or transfer of the state facility, plus the

board's cost of operating and maintaining the facility from the date of acquisition to the date of

sale or transfer, plus a portion of the board's cost of administering the facilities acquisition

program under this subchapter, less any payments received by the board from the lease of the

facility or the sale of water from it.



(a) The price of the sale or transfer of a state facility acquired on or subsequent to September
1, 1981, under a contract with the United States shall be the sum of the direct cost of acquisition,
plus an amount of interest calculated by multiplying the lending rate in effect at the time of
acquisition, by the amount of board money disbursed for the acquisition of the facility times the
number of years and fraction of a year from the date or dates of disbursement of the money to the
date or dates of sale or transfer, plus the board's cost of operating and maintaining the facility

from the date of acquisition to the date of the sale or transfer of the facility, plus a portion of the

board's cost of administering the facilities acquisition program under this subchapter, less any
payments received by the board from the lease of the facility or the sale of water from it.

SECTION 22. Sections 15.319-15.324, 15.326, and 15.327, Water Code, are amended to read
as follows:

Sec. 15.319. Costs Defined. With reference to the sale of a state facility, "direct cost of
acquisition" means the principal amount the board has paid plus the amounts the board has
agreed to pay under obligations not transferred to the purchaser for a facility up to the date of
sale, but does not include the board's cost of operating and maintaining the facility from the date

of acquisition to the date of the sale or transfer of the facility nor the board's cost of

administering the facilities acquisition program under this subchapter.

Sec. 15.320. Lease Payments. In leasing a state facility for a term of years, the board shall

require [annual] payments that will recover over the lease period not less than the total of:

(1) the annual principal and interest requirements applicable to the debt incurred by
the state in acquiring the facility; and
(2) the state's annual cost for operation, maintenance, and rehabilitation of the

facility, including a portion of the board's cost of administering the facilities acquisition program

under this subchapter.

Sec. 15.321. Sale or Lease: Condition Precedent. (a) No sale, transfer, or lease of a state

facility is valid unless the board first makes the following affirmative findings:



(1) that the applicant has a permit granted by the commission if such permit 1s : }

e

required for operation of the project;

(2) that the sale, transfer, or lease serves the public interest; and
(3) that the consideration for the sale, transfer, or leaée is fair, just, reasonable, and
in full compliance with the law.

(b) The consideration for a sale or transfer may be either money or [revenue] bonds which for
the purposes of this section shall be deemed the same as money.

(c) The amount of money shall be equal to the price for purchasing the facilities as prescribed
by Sections 15.317-15.318 of this code, or if [revenue] bonds cbnstitute the consideration, the
principal amount of [revenue] bonds shall be equal to the price for purchasing the facilities as
prescribed by the provisions of Sections 15.317-15.318 of this code, and the [revenue] bonds
shall bear interest at the rate prescribed in Section 17.128 of this code with regard to bonds

purchased with the proceeds of the Texas water development fund.

Sec. 15.322. Disposition of Proceeds. (a) The money received from any sale, transfer, or

lease of facilities, or in the case of a sale or transfer involving [zevenue] bonds, the money

received as matured interest or principal on the bonds shall be placed in the water facilities

[general-revenue] fund.

(b) If money received from a sale, transfer, or lease of facilities, or in the case of a sale or

transfer involving [reveaue] bonds, if the money received as matured interest or principal on the
bonds, is money derived originally from the appropriation made in Section 2, Chapter 12, Acts of
the 67th Legislature, 1st Called Session, 1981, or interest earned on that money, the money
received as matured interest or principal on the bonds shall be placed in a special account in the
water assistance fund.

Sec. 15.323. Sale of Stored Water. (a) The board may sell any unappropriated public water
of the state and other water acquired by the state or board that is stored by or for it. The price

shall be determined by the board.



()

(b) Except as provided by Subsection (c) of this section, money received from any sale shall

be placed in the water facilities [general-revenue] fund.

(c) Money received from a sale of unappropriated public water or other water acquired by the

state or board and stored by it or for it in a facility for which funds were provided from the
appropriation made in Section 2, Chapter 12, Acts of the 67th Legislature, 1st Called Session,
1981, or interest earned on the money constituting that appropriation, must be deposited in a
special account in the water assistance fund.

Sec. 15.324. Sale Contract: Provisions, Limitations. (a) The board may determine the

consideration and other provisions to be included in water sale contracts, or in contracts for

treatment of waste or any other use of any board facility, but the consideration and other

provisions shall be fair, reasonable, and nondiscriminatory. The board may include charges for

standby service, which means holding water and conservation storage space for use and for

actual delivery of water or holding capacity for waste treatment for use and actual treatment.
(b) The board shall make the same determinations with respect to the sale of water or other

use of board-owned facilities as are required by Section 15.321 of this code with respect to the

sale or lease of facilities.

(c) The board shall not compete with any political subdivisions in the sale of water or use of
facilities when this competition Jeopardizes the ability of the political subdivision to meet
obligations incurred to finance its own [water-supply] projects.

Sec. 15.326. Preferences. The board shall give political subdivisions a preferential right, but
not an exclusive right, to purchase, acquire, or lease facilities and to purchase water or capacity

from facilities. For water use, preferences [Preferences] shall be given in these respects in

accord with the provisions of Section 11.123 of this code. The board and the commission shall
coordinate their efforts to meet these objectives and to assure that the public water of this state,
which is held in trust for the use and benefit of the public, will be conserved, developed, and

utilized in the greatest practicable measure for the public welfare.



Sec. 15.327. Lease of Land Prior to Project C onstruction. The board may lease tracts of land -
\

acquired for project purposes for a term of years for any purpose not inconsistent with ultimate
project construction. The lease shall provide for expiration before completion [inttiatien] of

project construction. The money received from such leases shall be placed in the water facilities

[assistanee] fund.
SECTION 23. Chapter 15, Water Code, is amended by adding Subchapter N to read as
follows:

SUBCHAPTER N. PILOT WEATHER MODIFICATION PROGRAM

Sec. 15.821. PROGRAM CREATION. The pilot weather modification program is created to

provide money for research into the effectiveness of weather modification operations to augment

existing surface water and groundwater supplies to the benefit of agricultural operations, surface

water users, groundwater users, or the general economy of the state. This research program

operated by the board shall be designed and operated for a sufficient number of vears to provide

scientifically supportable determinations as to the effectiveness of weather modification.

Sec. 15.822. PILOT WEATHER MODIFICATION FUND. The pilot weather modification

fund is created, to be funded by direct appropriation and from money transferred to the fund

under Section 15.010(f).

Sec. 15.823. FINANCIAL ASSISTANCE. The pilot weather modification fund may be used

by the board to provide grants to any person for research into any matter related to determining

the effectiveness of weather modification as described in Section 15.821.

Sec. 15.824. REPORTS. The board, with the assistance of the commission, shall provide

reports to the legislature and the governor each biennium on progress made in determining the

effectiveness of weather modification.

SECTION 24. Chapter 15, Water Code, is amended by adding Subchapter O to read as
follows:

SUBCHAPTER O. CONSERVATION AND RESTORATION PROGRAM




Sec. 15.841. PROGRAM CREATION. The conservation and restoration program is

(\ ) established to provide money to assist in meeting mitigation requirements and enhancing

conservation benefits of water projects, securing water ri ghts for fish and wildlife, and other

necessary expenditures to assure that water projects may be completed in a timely fashion and

maximize the project's water and conservation benefits.

Sec. 15.842. CONSERVATION AND RESTORATION FUND. The conservation and

restoration fund is created to be funded by direct appropriation and from money directed to be

transferred to the fund under Section 15.010(f). The conservation and restoration fund shall be

administered by the Parks and Wildlife Department.

Sec. 15.843. FINANCIAL ASSISTANCE. The conservation and restoration fund may be

used by the Parks and Wildlife Department to assist in meeting mitigation requirements and

enhancing conservation benefits of water projects, securing water rights for fish and wildlife, and

other necessary expenditures to assure that water projects may be completed in a timely fashion

and maximize the project's water and conservation benefits.

Sec. 15.844. BENEFICIAL USE OF WATER RIGHTS. The use of any state water right by

the Parks and Wildlife Department under this program for conservation purposes shall be

classified as a beneficial use as defined in Section 11.002.

SECTION 25. Section 17.077(a), Water Code, is amended to read as follows:

(a) Except as provided by Subsection (b) of this section, and except for proceeds from the
sale of bonds and proceeds from the sale, refunding, or prepayment, of political subdivision
bonds acquired in carrying out the purposes in. Article II, Sections 49-c, 49-d, 49-d-1, 49-d-2,
49-d-6, and 49-d-7, of the Texas Constitution, and the proceeds from the sale, refinancing, or
other liquidation of the investments made under Section 17.083 of this code which shall be
deposited in the fund that provided the money for the investment, all money received by the
board in any fiscal year, including all amounts received as repayment of loans to political

subdivisions and interest on those loans and transfers thereto by the board from any and all

1 ’“) 'sources available to it, shall be credited to the clearance fund. Money in the clearance fund may



be transferred at any time to the interest and sinking fund until the reserve in that fund is equal to / }
the average annual principal and interest requirements on all outstanding bonds. k
SECTION 26. Section 17.853(c), Water Code, is amended to read as follows:
(c) The board may use the fund only:
(1) to provide state matching funds for federal funds provided to the state water
pollution control revolving fund or to any additional state revolving fund created under
Subchapter J of Chapter 15 of this code;
(2) to provide financial assistance from the proceeds of taxable bond issues to water
supply corporations organized under Chapter 76, Acts of the 43rd Legislature, 1st Called
Session, 1933 (Article 1434a, Vernon's Texas Civil Statutes), and other participants;
(3) to provide financial assistance to participants for the construction of [water

supply] projects authorized by Section 15.102(a) of this code [and-treatment-works];

(4) to provide financial assistance for an interim construction period to participants

for projects for which the board will provide long-term financing through the water development

fund; and
(5) to provide financial assistance for water supply and sewer service projecté in
economically distressed areas as provided by Subchapter K of Chapter 17 of this code to the
extent the board can make that assistance without adversely affecting the current or future
integrity of the fund or of any other financial assistance program of the board.
SECTION 27. Section 17.859(a), Water Code, is amended to read as follows:
(a) The board may issue its revenue bonds for the purpose of providing money for the fund([;]

and may deposit into the fund all money authorized by law to be placed in the fund. Money [the

money] in the fund shall be used for acquiring interests in projects and for providing financial
assistance to participants in accordance with this subchapter.
SECTION 28. Section 16.001(7), Water Code, is amended to read as follows:
(7) "Political subdivision" means a county, city, or other body politic or corporate of

the state, including any district or authority created under Article III, Section 52 or Article XVI, )



Section 59 of the Texas Constitution and including any interstate compact commission to which

the state is a party and any [renprefit] water supply or sewer service corporation as defined by

Section 13.002 [ereated-and operating-under Chapter 76 -Acts-of the 43¢d Legislature
’ . : , G ]
SECTION 29. Section 17.001(6), Water Code, is amended to read as follows:

(6) "Political subdivision" means a state agency, a county, city, or other body politic
or corporate of the state, including any district or authority created under Article III, Section 52
or Article XVI, Section 59 of the Texas Constitution and including any interstate compact

commission to which the state is a party and any [nenprefit] water supply or sewer service

corporation as defined by Section 13.002 [efeﬂ*ed-ﬂﬂd-epefaﬁﬁymée;—@}ap;e;%_;%e;me
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SECTION 30. Section 5.235(n), Water Code, is repealed.

SECTION 31. The importance of this legislation and the crowded condition of the calendars
in both houses create an emergency and an imperative public necessity that the constitutional
rule requiring bills to be read on three several days in each house be suspended, and this rule is

hereby suspended.
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77(R) SB 2 Introduced version - Bill Text Page 1 of 1
12C-24 Sec. 11.1352. ANNUAL WAT=R RIGHTS FEE. (a) The commission
220-25 srall assess a fee for water »ights held under the authority of
120-26 this chapter and specified under Subsection (b). A fee shall not
121-1 re assessed for water rights for municipal use. The fee shall be
paid annually and is based on the amount of the water authorized to .
re used. .
(b) Fees under this section shall be assessed for the
fcllowing uses and shall not exceed the following amounts:
t1) industraial: 50 cents per authorized acre-foot;
(2) irrigaticn: 10 cents per authorized acre-foot:
(3) other consumptive freshwater uses: 50 cents per
acre-fcot; and
(4) hydro-power: one hundredth of one cent per

kilowatt produced.

(c) Fees collected under this section shall pbe deposited to
a special fund known as the water infrastruczure fund established
by Section 15.903. .

{d) A weter right holilder within the jurisdiction of a
watermaster authorized under this chapter who pays a fee to
reirburse the watermaster for the expenses of that office is not
subject to a fee for a water right under this section.

(e) To receive funding in accordance with Subchapter O,
Chapter 15, & political subdivis-on as defined under Chapter 15
holding a water right located in an area under the jurisdiction of
a watermaster in accordance with Subsection (d) must pay fees in
accordance with Subsection !b) and Subchapter O, Chapter 15.

(f) A groundwater conservation distric:t must pay annual fees
in accordance with Section 15.0.0 to receive funding under that
section. The fees shall be for the following uses and may not
exceed the following amounts: i

(1) 4industrial: 50 cents per acre—-foot; 7
{(2) irrigation: 0 cents per acre-foot; and
(3) &ll others: 50 cents per acre-foot.

http:// Www. capitol.state.tx.us/tlodocs/77R/billtext/html/SB000021. HTM , 5/13/2008
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Sec. 15.013. WATER FEE. {a) Fach county shall annually
122-3 remit to the comptroller for deposit to the water

infrastructure

122-9 fund a water fse in an amcunt equal to one dollar

per county

resident as determined by the most recent federa.

census.

{(b) A county may collect this fee from its

residents in a

manner and in amounts determined by the county.

http://www.capitol state.tx.us/tlodocs/77TR/billtext/html/SB00002L. HTM
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77(R) SB 2 Introduced version - Bill Text Page 1 of 2
Sec. 3€..22. TRANSFER CF GROUNCWATER OUT OF DISTRICT.

62-24 fa) If a permit or ar amendment to a permit under Section 36.113

62-25 propeses to transfer croundwater outside of a district's

62-26 bcuncdaries, the district nmay alsoc consider the provisiorns of this
§3-1 section in determining whether to grant or deny the permit.

3-2 (b} A district rmay promulgate rules reguiring a person to - o
63-3 obtain a permit or an amendment to a permit under Section 36.113 ' .
63-4 from the district for the transZer of groundwater out of the
63-5 district to: !
03-6 (1) increase, on or aZter March 2, 1997, the amount of
63-7 groundwater to ze transferred under a continuing arrangemert in
63-8 effect cefore that date; or
83-9 (2) transfer groundwater out of the district on or

after March 2, 1997, under a new arrangement.

(c}) The district may not impose more restrictive permit
conditions on trensporters than the district imposes on existing
in-district use.

(d) [-B+1 The district may impose a reasonable fee for
processing an application [fer-—a—pesmmit] .under this section. The
fee may not exceed fees that the district imposes for processing
other applications under Section 36.113. An application filed to
comply with thls section shall be considered and processed under
the same procedures as other applications for permits under Section
36.113 and sha’l be combined with applications filed to obtain a
pexrmit for in-district water use under Section 36.113 from the same
acplicant.

(e) The district may impose a reasonable fee or surcharge
for an export fee not to exceed: .

(1) a fee negotiated between the diszrict and the i
transporter;

(2) the equivalent of the district's tax rate per
hundred dollars of valuation for each thousand gallons of water
treansferred out of the district or 2.5 cents per thousand gallons
of water, if the district assesses a tax rate of less than 2.5
cents per hundred dollers of valuation; or

(3) for a fee-based district, an additioral 50 percent
export surcharqge, ir addition to the district's production fee, for
water transferred out of the distzrict.

(f) A district may not impose a fee under Subsection (e} on
withdrawal of water from land owned prior to March 1, 2001, by a
political subdivision if the political subdivision pays a tax
mitigation fee under Section 36.206(c¢)

.[ \ . : : ) : , . : i ,

[ d2 bR e it ai i b i L R asi b L a—aRd—praeei-Gabla
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T =3
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{gq) {4e+] The district may not deny a permit based on the

tact that the applicant seeks to transfer groundwater outside of
the district [dimit—a—poirmit—issued—under this—5065ion—it

conditione 1. Cumooctlon {A’\ warrant tho ’%m-&f—\f%nn].

‘h) [4+£+] In addition to conditions provided by Section

http://www.capitol state.tx.us/tlodocs/77TR/billtext/html/SB00002L. HTM 5/13/2008
MAY 12 2008 22:88 5124752853 PAGE. 24
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65-9 36.2231, the vermit shall specify:

65-10 (1) the amount of water that may be transferred out of

65-11 the distric:t; and

(2) the pericd for which the water may be transferred.
{1} The period specified by Subsection (h}{2) sha'l be:

(1) five vears if construction of a conveyance system )

65-15 has not been initiated prior to the issuance of the permit; or "
65-16 {2) 3C years if construczion of a conveyance syster i
65-17 nas pbeer initiated prior to the issuance of the permit. .
65-18 (3, A term cf five years under Subsection (i) shall ’
65-19 automatically be extended to 30 years if construction of a
65-20 ccnveyarce system is begun before the expiration of the initial
65-21 five-year term.

65-22 {(kj In its determination of whether to renew a permit issuecd

65-23 under this section, the district shall consider relevant and

65-24 current data for the conservation of grourndweter resources and

65-25 shall consider the permit in the same manner it would consider any

65-26 other permit in the district,

66-1 (1) A district is prohibited from using revenues obtained

66-2 under Subsection {(e) to prohibit the :transfer of groundwater

66-3 outside of a district.

66-4 (m) A district that charges a fee under Subsection (e) shall

66-5 provide 53 percent of any revenues resu.ting from such fee to the

66-6 water infrastructure fund annually beginning September 1, 2002.

66-7 (N [ f—fe G i iie bR Sl e SR~ ha—a R p ot —o L

66-8 2 ! S ! = -

66-9 N

66-10 [4+8+] This section applies only to a transfer of water thaz

66-11 is iritiated or increased after March 1, 2001 [&HFhe—sffsstivwe-dato .
66-12 ofzhis-section].

{0) [4#] A district shall acdopt rules as necessary to
implement this section.

SECTION 2.47. Section 36.206, Water Code, is amended by
adding Subsection (c) to read as follows:

(c} Political subdivisions that own oroperty that is

66-18 suitable for groundwater development shall annually pay a district
66-19 in which the property is located a fee that is equal to the taxes
66-20 zhat would be paid to the district if the land were rot owned by a
66-21 political subdivision. ‘

http://www.capitol.state tx.us/tlodocs/77R/billtext/html/SBO0002]. HTM 5/13/2008
MAY 12 2008 22:48 5124752453 PAGE . A5
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Tax Code, is amended by

77(R) SB 2 Introduced version - Bill

SECTION 4.27. section 151.8C1,

140-17 adding gupsection (f) to ~ead as folliows:
(£} Tre proceeds due the state from the collection of the
+axes imposed oy _this chapter on the sale of domestic sewage
service and domestic potable water service shall be depositad in . :
the general revenue fund to the credit of the water .nfrastructure +
140-22 fund. ’E

ﬁ Jevir it
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RURAL WATER
ASSISTANCE FUND

WHAT IS THE RWAF PROGRAM AND WHO CAN
APPLY? ’

'The Texas Water Development Board (TWDB) administers the Rural
Water Assistance Fund (RWAF), created in 2001 by the 77th Texas
Legislature. The RWAF program is designed to assist small rural utilities
to obtain low cost financing for water and wastewater projects. The
TWDB offers tax exempt, attractive interest rate loans with short

and long-term finance options. Eligible borrowers are defined as

Rural Political Subdivisions which include nonprofit water supply
corporations, water districts, or municipalities serving a population of
up to 10,000, or that otherwise qualify for federal financing, or counties
in which no urban area has a population exceeding 50,000.

HOW CAN RWAF LOANS BE USED?

"The RWAF loans may be used to fund water-related capital construction
projects including, but not limited to, line extensions, overhead storage,
the purchase of well fields, and the purchase or lease of rights to produce
groundwater. Water quality enhancement projects such as wastewater
collection and treatment projects are also eligible projects in addition

to interim financing of construction projects. Costs of planning,
design, and construction are all cligible for funding. The RWAF may
also be used to enable a rural utility to obtain water or wastewater
service supplied by a larger utility or to finance the consolidation or
regionalization of a neighboring utility.

WHAT LOAN TERMS ARE OFFERED THROUGH THE
RWAF?

This flexible term finance program provides borrowers with tax exempt
loans with attractive interest rates, up to a 40-year maturity on loans
(consistent with the useful life of the project), and quick turn-around



time on loan applications. In addition, non-profit water supply corporations ate exempt from paying sales tax
incurred on any project financed by the program. A rural utility may also enter into an agreement with a federal or
state agency to submit a joint application for financial assistance.

WHAT ARE THE APPLICATION REQUIREMENTS?

Applicants should schedule a pre-application conference with the TWDB and obtain guidance on completing a
funding application. The application materials must include general system information such as rates and customer
base, operating budgets, financial statements, preliminary engineering planning and environmental information, and
project information. In approving a loan application, the TWDB considers: (1) the needs of the area to be served
by the project; (2) the benefit of the project to the area; (3) the relationship of the project to the overall state water
needs; (4) the relationship of the project to the State Water Plan; and (5) the availability of all sources of revenue

to the rural utility for the ultimate repayment of the project cost. An application is due on the first business day of
the month preceding the month during which the application is to be considered by the TWDB Board. The Board
usually meets in Austin once every month to consider financial assistance applications.

COMMITMENT AND FUNDING

Upon approval of the application, the TWDB extends the applicant a loan commitment, provides an
acknowledgement letter and other necessary loan and authorizing documents. The applicant approves and
authorizes the project financing package at a public meeting. The project loan is closed and funds are then released
for planning, with subsequent releases from escrow based on rules-determined milestones.

OTHER REQUIREMENTS

The applicant must complete the remaining engineering and other regulatory requirements as outlined in the
application guidance materials. The applicant is required to solicit bids for the project prior to commencement of
construction. Terms for loan repayment are flexible, depending on the applicant’s needs.

WHERE MAY | GET MORE INFORMATION?

To receive additional information or to request a pre-loan meeting, please contact the Texas Water Development
Board at 512-463-8491. Information is also available on the TWDB web site at

ancelhinancial/fnancal DiNLasp.

'
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TWDB State Loan through Rural Water Assistance Fund

Page 1 of 2

" HotTopics ¥ News 2] Jobs

- Bearch

G

Home About Assistance Planning Data Mapping Publications Search Customer Service

Water Infrastructure Fund Loan Program

Texas Water Development Fund

*Application deadline is January 2, 2009 has passed. Next
Application deadline is pending and will be posted asap”*

Related Links

Financial Assistance
Application Procedure
Guidelines

Program Guidance
Manuals, Other Forms
and Guidelines

Tentative Board Meeting
Schedule

Interest rates
Rules

Financial Assistance
Index

Frequently Asked
Questions

http://www.twdb.state tx.us/assistance/financial/fin_infrastructure/WIF.asp

What Is the Water Infrastructure Fund (WIF)?

Financial assistance for the planning, design and construction of State Water
Plan projects may be obtained from the Water Infrastructure Fund (WIF). The
80th Texas Legislature (2007) appropriated funding to enable issuance of $440
million in bonds for WIF to fund water plan projects through the current
biennium. This amount is estimated to meet a portion of the water supply needs
identified in the 2007 State Water Plan through 2020. Additional funds will be
needed to meet the additional water supply needs through the 2060 planning
horizon.

Who Can Apply?

To apply for state financial assistance, the applicant must be a political
subdivision of the state. Political subdivisions include municipalities, counties,
river authorities, special l[aw districts, water improvement districts, water control
and improvement districts, irrigation districts, and groundwater districts.

How Can WIF Loans Be Used?

Projects must be recommended water management strategies in the most
recent Texas Water Development Board (TWDB) approved regional water plan
or approved State Water Plan. Funds may not be used to maintain a system or
to develop a retail distribution system.

What Terms Are Offered For Water Plan Funding?

Loans for planning, design, and construction can be funded through the WIF. All
loans through the WIF are offered at a subsidized interest rate which is 2
percent below the TWDB’s cost of funds. Repayment periods are a maximum of
20 years. Certain loans for development costs have an additional financial
opportunity. In order to advance projects which have significant development
lead times, a portion of the WIF is available specifically for planning, design,
permitting, and other costs associated with state or federal regulatory activities.
Utilizing this WIF-Deferred, an applicant may defer alf interest and principal
payments for up to 10 years, or until the end of construction of the project,
whichever is sooner. Interest is not accrued during the deferral period and the
loan is amortized over the final 10 years.

How Do | Apply?
Potential applicants are encouraged to meet with TWDB staff for a pre-
application conference at which the preparation of the application and the terms

2/9/2009



TWDB State Loan through Rural Water Assistance Fund Page 2 of 2

of the loan will be discussed. Applications include a preliminary engineering
feasibility report and known environmental information, as well as general, fiscal
and legal application information.

Applications must be received by the first business day in January or July.
Project applications received by those dates will be prioritized relative 1o all
other project applications received for that round of funding. The projects will be
prioritized based on whether they meet the priority criteria relative to all other
projects being assessed. The tie-breaker will be the projects with the lowest
annual median household income based on the most current data available from
the U.8. Census Bureau for all of the areas to be served by the project.

What Are the Conditions of the Financial Assistance?

o Security Instrument; Bonds from Political Subdivisions.

¢ Pledge: System revenues and/or tax pledges are typically required.
Contract revenue pledges for river authorities and others are possible.

e Term of Commitment: All loans from the WIF must be closed in their
entirety within one year from the date of the commitment.

s Length of Loans: 20 years. Bonds may not be prepaid (called) for
approximately 10 years (10 year call provisions).

» Interest Rates: The interest rate is set in accordance with the TWDB
rules in 31 TAC 363.1205. The Board will set a lending rate scale based
on its cost of funds and then reduce that rate by 200 basis points for the
applicant.

Where Can | Get More Information?
For additional information please contact the Texas Water Development Board,
Project Finance and Construction Assistance: (512) 463-8491

Open Records Requests | Privacy & Security Policies | Accessibility Policy | Link Policy | Contact Webmaster | Site Map | Compact with
Texans

Texas Water Development Board (TWDB) - All Rights Reserved

http://www.twdb.state.tx us/assistance/financial/fin_infrastructure/WIF.asp 2/9/2009
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Recommendations provided in TWDB Report "Funding Analysis of the State Role in
Financing Texas' Water Needs" and submitted to the Select Committee on Water Policy,
September 8, 2004, Brownsville, Texas

RECOMMENDATIONS
In order to provide for Texas' water supply and water and wastewater infrastructure needs

that cannot be met by local, regional or federal entities, TWDB makes the following
recommendations:

. State assistance should focus on financing gaps associated with implementation
and funding for:

o regional water supply projects; +

o disadvantages communities; and

o agricultural and municipal water conservation.

. State general revenues or dedicated revenues should be made available to allow
existing state assistance programs to offer:

o grants for research into water conservation techniques and innovative
technologies (such as desalination);

o grants for agricultural water conservation equipment, which will leverage
matching federal funds

o payment deferrals for planning, design, and environmental and other
permitting activities;

o grants, zero-interest loans and below-market loans to disadvantaged
communities; and

o state participation projects.

. Conduct a cost/benefit analysis of using various revenue sources to fund programs
that target state assistance to water supply strategies and to disadvantaged communities,
as described in this report.

o Provide additional general obligation bond authority for TWDB.

. Statutory authority should be provided to allow TWDB the flexibility to offer
grants for water and wastewater projects using state general obligation bond proceeds.

. Remove the statutory prohibitions (Water Code Section 15.974) that limit the
WIF to no more than 10 percent in each of the following areas:

o grants and low or zero-interest loans; and

o loans at or below-market interest rates for planning, design and permitting

costs, including a 10-year deferral on principal and interest.

. Funding should be provided for adequate staffing for expanded financial
assistance programs, including outreach assistance and development of training programs
in financial and technical management.
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(b) A person is not required to obtain a license under
Section 16.451, Water Code, as added by this article, until March 1,
2006.

{(c) Section 16.454, Water Code, as added by this article,
applies only to a sale, lease, or agreement entered into on or after
March 1, 2006.

SECTION 2.56. (a) The exegutive administrator of the Texas
Water Development Board shall appoint the initial appointed
representatives for each groundwater management arxrea council as
provided by Section 36.108, Water Code, as amended by this article,
as soon as practicable on or after the effective date of this Act.
The terms of the initial representatives for each groundwater
management area council expire August 31, 2007. -

(b) The Texas Water Development Board shall convene the
groundwater management area - councils required under Section
36.108, Water Code, as amended by this article, not later than
September 1, 2006.

(¢} The Texas Commission on Environmental Quality and the
Texas Water Development Board shall adopt any rules, models, and
forms necessary for the implementation of the groundwater
management area planning functions required by this article not
later than September 1, 2006.

SECTION 2.57. Chapter 153, Water Code, as added by this
article, takes effect September 1, 2007.

ARTICLE 3.‘FINANCING OF WATER PRCJECTS
SECTICN 3.01. Chapter 13, Water Code, is amended by adding

Subchapter O to read as follows:

90
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SUBCHAPTER O. WATER CONSERVATION AND DEVELOPMENT FEE

Sec. 13.551. WATER CONSERVATION AND DEVELOPMENT FEE. Each

ret . public utility shz:1l collect from each ultimate consumer to
who: ~he utility provides retail water utility service a water
con: vation and development fee as provided by'this subchapter.

Sec. 13.552. RATE OF FEE. The rate of the fee imposed under
thi: ubchapter is 13 cents for each 1,000 gallons of water sold to
the timate consumer for consumption each month.

Sec. 13.553. EXEMPTIONS. (a) The first 5,000 gallons of
wat sold to the ultimate consumer for consumption each month is
exe: - from the application of the fee if the consumer is a resident
of single-family dweliing or a dwelling unit of a multifamily

(b) The exemption provided by subsection (a) applies
wit it reqgard to:

(1) whether the retail water utility service is
bun -d with another service; or

(2) the billing period used by the retail public
uti. =Y.

(c) An entity described by Section 151.309 or 151.310, Tax

Cod is exempt from the fee imposed by this subchapter.

Sec. 13.554. PAYMENT OF FEE. {a) ©n or before the 20th day
of - month following the end of each calendar month, each retail
wat utility that sold water A an wultimate consumer ﬁor
cor mption shall send fo ~he comptroller the amount of the fee the
ut: .ty collected under this subchapter for the preceding calendar
mor

21
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(b) A retail public utility that makes timely payment of the

fee imposed under this subchapter is entitled to retain an amount

equal to one-half of one percent of the amount of the fee collected

as reimbursement for the costs of collecting the fee for that month.

Sec. 13.555. REPORTS. On or before the 20th day of the

month following the end of each calendar month, each retail public

utility that sold water to an ultimate consumer for consumption

shall file with the comptroller a report stating:

(1) the number of gallons of water sold to ultimate

consumers during the preceding calendar month;

(2) the number of gallons of water sold to ultimate

consumers during the preceding calendar month on which the fee was

imposed; and

(3) any other information required by the comptroller.

Sec. 13.556. RECORDS. A retail public utility that sells

water to the ultimate consumer for consumption shall keep a

complete record of:

(1) the number of gallons of water sold to ultimate

consumers during the preceding calendar month;

{2) the number of gallons of water sold to ultimate

consumers during the preceding calendar month on which the fee was

impcsed; and

(3) any other information required by the comptroller.

Sec. 13.557. ALLOCATION OF REVENUE. The revenue from tre

fee imposed by this subchapter shall be deposited to the credit of

the water infrastructure fund and may be used only as provided by

Subchapter §, Chapter 15.
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SECTION 3.02. Section 15.407(a), Water Code, is amended to
read as follows:

(a) In this section, "economically distressed area" and
"political subdivision" have the meanings assigned by Section
17.941 [16+341ofthis—code].

SECTION 3.03. Section 15.973, Water Code, is amended to
read as follows:

Sec. 15.973. WATER INFRASTRUCTURE FUND. (a) The water
infrastructure fund is a special fund outside [4m] the state
treasury to be administered by the board under this subchapter and
rules adopted by the board under this subchapter. Money in the fund
may be used to pay for the implementation of water projects
recommended through the state and regional water planning processes
under Sections 16.051 and 16.053.

(b) The fund consists of:

(1) appropriations from the legislature;

(2) any other fees or sources of revenue that the
legislature may dedicate for deposit to the fund;

(3) repayments of loans made from the fund;

(4) interest earned on money credited to the fund;

(5) depository interest allocable to the fund;

(6) money from gifts, grants, or donations to the
fund;

(7) money from revenue bonds o©r other sources
designated by the board; {and]

(8) proceeds from the sale of political subdivision

tonds or cbligations held in the fund and not otherwise pledged to
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the discharge, repayment, or redemption of revenue bonds or other
bonds, the proceeds of which were placed in the fund;

(9) the proceeds from the collection of the fee

imposed under Subchapter O, Chapter 13; and

{10) fees and penalties collected under Subchapter L,

Chapter 16.
SECTION 3.04. Section 15.974(a), Water Code, is amended to

read as follows:
(a) The board may use the fund:
(1) to make loans to political subdivisions at or
below markét interest rates for projects;
(2) to make grants, low-interest loans, or =zero
interest loans to political subdivisions for projects to serve
areas outside metropolitan statistical areas in order to ensure

that the projects are implemented, for conjunctive use projects, or

for projects to serve economically distressed areas;

(3) to make loans at or below market interest rates for
planning and design costs, permitting costs, and other costs
associated with state or federal regulatory activities with respect
to a project;

(4) as a source of revenue or security for the payment
of principal and interest on bonds issued by the board if the
proceeds of the sale of the bonds will be deposited in the fund;
[and]

(5) to pay the necessary and reasonable expenses of
the board in administering the fund; and

(6) to make transfers:
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(A) to the state participation account and the

economically distressed areas program account of the Texas Water

Development Fund II suthorized by Section 49-d-8, Article 11X,

Texas Constitution, and Subchapter L, Chapter 17, of this code, to

be used for the purposes suthorized by those provisions;

(B) to the agricultural water conservation fund

authorized by Section 50-d, Article III, Texas Constitution, and

Subchapter J, Chapter 17, of this code, to be used for the purpcses

authorized by those provisions;

(C) to the water assistance fund authorized by

Subchapter B; and

(D) from revenues collected under Subchapter O,

Chapter 13, during a fiscal biennium to the general revenue fund in

amounts not to exceed appropriations of general revenue for

operations of the board and for operations of the commission

related to the administration of programs relating to water

resources and water quality.

SECTION 3.05. Section 17.172, Water Code, is amended to
read as follows:

Sec. 17.172. APPLICABILITY. This subchapter applies to
financial assistance made available from the water supply account,
the water guality enhancement account, the flood control account,
fapnd] the economically distressed areas account, and the

ecanomically distressed areas program account under Subchapters D,

F, G, (ard] X, and K-1 of tnis chapter.
SECTION 3.06. Chapter 17, Water Code, is amended by adding

Subchapter X-1 to read as follows:
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SUBCHAPTER K-1. STATEWIDE ASSISTANCE TO ECONOMICALLY DISTRESSED

AREAS FOR WATER SUPPLY AND SEWER SERVICE PROJECTS

Sec. 17.941. DEFINITIONS. In this subchapter:

(1) "Economically distressed area" means an area in

this state in which:

(A) water supply or sewer services are inadequate

to meet minimal needs of residential users as defined by board rule;

(B) financial resources are inadequate to

provide water supply and sewer services that will satisfy those

needs; and

(C) an established residential subdivision was

located on June 1, 2005, as determined by the board.

(2) "Financial assistance" means the funds provided by

the board to political subdivisions for water supply or sewer

services under this subchapter.

(3) "Political subdivision" means a county, a

municipality, a nonprofit water supply corporation created and

operating under Chapter 67, or a district or authority created

under Section 52, Article III, or Section 59, Article XVI, Texas

Constitution.

(4) "Sewer services" and "sewer facilities" mean

treatment works or individual, on-site, or cluster treatment

systems such as septic tanks and include drainage facilities and

other improvements for proper functioning of the sewer services and

cther facilities.

Sec. 17.942. FINANCIAL ASSISTANCE. The econcmically

distressed areas program account may be used by the board to provide
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financial assistance to political subdivisions for the

construction, acquisition, or improvement of water supply and sewer

services, including providing money from the account for the

state's participation in federal programs that provide assistance

to political subdivisions. Money from the proceeds of bonds issued

under the authority of Sections 49-d-7(b) or 49-d-8, Article IIT,

Texas Constitution, may not be used to provide financial assistance

under this subchapter.

Sec. 17.943. APPLICATION FOR FINANCIAL ASSISTANCE. (a) A

political subdivision may apply to the board for financial

assistance under this subchapter by submitting an application

together with a plan for providing water supply or sewer services to

an economically distressed area.

(b) The application and plan must include:

(1) the name of the political subdivision and its

principal officers;

(2) a citation of the law under which the political

subdivision operates and was created;

(3) a description of the existing water supply and

sewer facilities located in the area to be served by the proposed

project and include with the description a statement prepared and

certified by an engineer registered to practice in this state that

the facilities do not meet minimum state standards;:

{4y information identifying the median housenold

income for the area to be served by the proposed proiect;

(5y a protect plan prepared and certified by an

engineer registered to practice in this state that:
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(A) describes the proposed planning, design, and

construction activities necessary for providing water supply and

sewer services that meet minimum state standards; and

(B) identifies the households to whom the

sexvices will be provided;

(6) a budget that estimates the total cost of

providing water supply and sewer services to the economically

distressed area and a proposed schedule and method for repayment of

financial assistance consistent with board rules and gquidelines;

and

(7) the total amount of assistance requested from the

economically distressed areas program account.

(c) A program of water conservation for the more effective

use of water is required for approval of an application for

financial assistance under this section in the same manner as such a

program is required for approval of an application for financial

assistance under Section 17.125.

{d) Before considering the application, the board may

require the applicant to:

(1) participate with the board in reviewing the

applicant's managerial, financial, or technical capabilities to

operate the system for which assistance is being requested;

(2) provide a written determination by the commission

of the applicant's managerial, financial, and technical

capabilities to operate the system for which assistance is being

requested;

{3) request that the comptroller perform a financial
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management review of the applicant's current operations and, if the

comptroller is available to perform the review, provide the board

v

with the results of the review; or

(4) provide any other information required by the

board or the executive administrator.

Sec. 17.944. CONSIDERATIONS IN PASSING ON APPLICATION. (a)

In passing on _an application for financial assistance, the board

shall consider:

(1) the need of the economically distressed area to be

served by the water supply or sewer services in relation to the need

of other political subdivisions requiring financial assistance

under this subchapter and the relative costs and benefits of all

applications;

(2) the availability of revenue oOr alternative

financial assistance for the area served by the project, from all

sources, for the payment of the cost of the proposed project;

(3) the financing of the proposed water supply or

sewer project, including consideration of:

(A) the budget and repayment schedule submitted

under Section 17.243(b) (6);

(B) other items included in the application

relating to financing; and

(C) other financial information and data

available to the board; and

14y <the feasibility of achieving cost savings by

providing a regional facility for water supply or wastewater

service and the feasibility of financing the prciect by using money
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from the econcmically distressed areas program account or any cther

available financial assistance.

(b) At the time an application for financial assistance is

considered, the board also must find that the area to be served by a

proposed project has a median household income of not more than 75

percent of the median state household income for the most recent

year for which statistics are available.

Sec. 17.945. APPROVAL OR DISAPPROVAL OF APPLICATION. After

considering the matters described by Section 17.944, the board by

resolution shall:

(1) approve the plan and application as submitted;

(2) approve the plan and application subject to the

requirements identified by the board or commission for the

applicant to obtain the managerial, financial, and technical

capabilities to operate the system and any other requirements,

including training under Subchapter M, the board considers

appropriate;

(3) deny the application and identify the requirements

or remedial steps the applicant must complete before the applicant

may be reconsidered for financial assistance;

(4) if the board finds that the applicant will be

unable to obtain the managerial, financial, or technical

capabilities to build and operate a system, deny the application

and issue a determination that a service provider other than the

applicant 1s necessary or appropriate to undertake the proposed

project; cor

{5) deny the application.

[
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Sec. 17.946. FINDINGS REGARDING PERMITS. (a) The board may

not release money for the construction of that portion of a project

that proposes surface water or groundwater development until the

executive administrator makes a written finding:

(1) that an applicant proposing surface water

development has the necessary water right authorizing it to

appropriate and use the water that the water supply project will

provide; or

(2) that an applicant proposing groundwater

development has the right to use water that the water supply project

will provide.

(b) The board may release money for the costs of planning,

engineering, architectural, legal, title, fiscal, or economic

investigation, studies, surveys, Or designs before making the

finding required under Subsection (a) if the executive

administrator determines that a reasonable expectation exists that

the finding will be made before the release of funds for

construction.

(¢) 1If an applicant includes a proposal for treatment works,

the board may not deliver money for the treatment works until the

applicant has received a permit for construction and operation of

the treatment works and approval of the plans and specifications

from the commission or unless such a permit is not required by the

commission.

Sec. 17.947. METHOD OF FINANCIAL ASSISTANCE. (a) The board

may provide financial assistance to political subdivisions under

this subchapter by using money in the economically distressed areas
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program account to purchase political subdivision bonds.

(b) The board may make financial assistance available to

political subdivisions in any other manner that it considers

feasible, including:

(1)  contracts or agreements with a_ political

subdivision for acceptance of financial assistance that establish

any repayment based on the political subdivision's ability to repay

the assistance and that establish requirements for acceptance of

the assistance; or

(2) contracts or agreements for providing financial

assistance in any federal or federally assisted project or program.

- Sec. 17.948. TERMS OF FINANCIAL ASSISTANCE. (a) The board

may use money in the economically distressed areas program account

to provide financial assistance under this subchapter to a

political subdivision to be repaid in the form, manner, and time

provided by board rules and in the agreement between the board and

the political subdivision, taking into consideration the

information provided by Section 17.943.

(b) In providing financial assistance to an applicant under

this -subchapter, the board may not provide to the applicant

financial assistance for which repayment is not required in an

amount that exceeds 50 percent of the total amount of the financial

assistance plus interest on any amcunt that must be repaid, unless

the Department of State Health Services issues a finding that a

nuisance dangerous to the public health and safety exists resulting

from water supply and sanitation problems in the area to be served

by the proposed project. The board and the applicant shall provide




10
11
12
13
14
15
16

17

S.B. No. 3

to the Department of State Health Services information necessary to

make a determination, and the board and the Department of State

Health Services may enter into memoranda of understanding necessary

to carry out this subsection.

(c) The total amount of financial assistance provided by the

board to political subdivisions wunder this subchapter from

state-issued bonds for which repayment is not required may not

exceed at any time 90 percent of the total principal amount of

issued and unissued bonds authorized for purposes of this

subchapter.

(d) In determining the amount and form of financial

assistance and the amount and form of repayment, if any, the board

shall consider:

(1) rates, fees, and charges that the average customer

to be served by the project will be able to pay based on a comparison

of what other families of similar income who are similarly situated

pay for comparable services;

(2) sources of funding available to the political

subdivision from federal and private money and from other state

money;

{3) any local money of the political subdivision to be

zerved by the project if the economically distressed area to be

served by the board's financial assistance is within the boundary

of the political subdivision; and

(4) the just, fair, and reasonable charges for water

and wastewater service as provided by this code.

{e) In making its determination under Subsection (d) (1),
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1 the board may consider any study, survey, data, criteria, or

2 standard developed or prepared by any federal, state, or local

3 agency, private foundation, banking or financial institution, or

4 other reliable source of statistical or financial data or

5 information.
6 (f) The board may provide financial assistance money under

7 this subchapter for treatment works only if the board determines

8 that it is not feasible in the area covered by the application to

9 use septic tanks as the method for providing sewer services under

10 the applicant's plan.

11 SECTION 3.07. Section 17.958(c), Water Code, is amended to

12 read as follows:

13 (c) Money on deposit in the economically distressed areas
14 program account may be used by the board for purposes provided by
15 Subchapter K or K-1 in the manner that the board determines
16 necessary for the administration of the fund.

17 SECTION 3.08. Sections 15.407(i) and 15.974(b), Water Code,
18 are repealed.

19 ARTICLE 4. SPECIAL DISTRICT CREATION

20 SECTION 4.01. Ssubtitle H, Title 6, Special District Local

21 Laws Code, is amended by adding Chapter 8805 to read as follows:

22 CHAPTER 8805. HOUSTON COUNTY GROUNDWATER

23 CONASERVATION DISTRICT

24 SUBCHAPTER A. GENERAL PROVISIONS

Z5 Sec. 8805.001. DEFINITIONS. In this chapter:

26 (1) "Board" means the board of directors of the
- 27 district.
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(2) "Director" means a member of the board.
(3) "District” means the Houston County Groundwater
Conservation District.
Sec. 8805.002. NATURE OF DISTRICT. The district is a

groundwater conservation district in Houston County created under

and essential to accomplish the purposes of Section 59, Article

XVI, Texas Constitution.

Sec. 8805.003.  CONFIRMATION ELECTION REQUIRED. If the

creation of the district is not confirmed at a confirmation

election held before September 1, 2007:

(1) the district is dissolved on September 1, 2007,

except that:
(A) any debts incurred shall be paid;

(B) any assets that remain after the payment of

debts shall be transferred to Houston County; and

(C) the organization of the district shall be

maintained until all debts are paid and remaining assets are

transferred; and

(2) this chapter expires on September 1, 2010.

Sec. 8805.004. INITIAL DISTRICT TERRITORY. The initial

boundaries of the district are coextensive with the boundaries of

Houston County, Texas.

Sec. 8305.005. APPLICABILITY OF OTHER SRCUNCWATER

CONSERVATICON DISTRICT LAW. Except as ctherwise provided by this

chapter, Cnapter 36, Water Code, applies toc the district.

[Secticns 8305.006-8805.020 reserved for expansion]
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SECTION 2.55. (a) Requires TWDB, not later than December 1, 2005, to adopt rules under
Subchapter L, Chapter 16, Water Code, as added by this article and the executive administrator
of TWDB to be prepared to accept applications submitted under Section 16.452, Water Code. as
added by this article.

(b) Provides that a person is not required to obtain a license under Section 16.451, Water
Code, as added by this article, until March 1, 2006.

(c) Provides that Section 16.454, Water Code, as added by this article, applies only to a
sale, lease, or agreement entered into on or after March 1, 2006.

SECTION 2.56. (a) Requires the executive administrator of TWDB to appoint the initial
appointed representatives for each groundwater management area council as provided by Section
36.108, Water Code, as amended by this article, as soon as practicable on or after the effective
date of this Act. Provides that the terms of the initial representatives for each groundwater
management area council expire August 31, 2007.

(b) Requires TWDB to convene the groundwater management area councils required
under Section 36.108, Water Code, as amended by this article, not later than September
1, 2006.

(c) Requires TCEQ and TWDB to adopt any rules, models, and forms necessary for the
implementation of the groundwater management area planning functions required by this
article not later than September 1, 2006.

SECTION 2.57. Provides that Chapter 153, Water Code, as added by this Act, takes effect
September 1, 2007.

ARTICLE 3. FINANCING OF WATER PROJECTS,
SECTION 3.01. Amends Chapter 13, Water Code, by adding Subchapter O, as follows:

SUBCHAPTER O. WATER CONSERVATION AND DEVELOPMENT FEE

Sec. 13.551. WATER CONSERVATION AND DEVELOPMENT FEE. Requires each
retail public utility to collect from each ultimate consumer to whom the utility provides
retail water utility service a water conservation and development fee as provided by this
subchapter. '

Sec. 13.552. RATE OF FEE. Provides that the rate of the fee imposed under this
subchapter is 13 cents for each 1,000 gallons of water sold to the ultimate consumer for
consumption each month.

Sec. 13.553. EXEMPTIONS. -(a) Provides that the first 5,000 gallons of water sold to
the ultimate consumer for consumption each month is exempt from the application of the
fee if the consumer is a resident of a single- family dwelling or a dwelling unit of a
muitifamily dwelling.

(b) Provides that the exemption provided by Subsection (a} applies without
regard to whether the retail water utility service is bundled with another service or
the billing period used by the retail public utility.

{c) Provides that an entity described by Section 151.309 (Governmental Entities)
or 151.310 (Retigious, Educational, or Public Service Organizations), Tax Code,
is exempt from the fee imposed by this subchapter.

Sec. 13.554. PAYMENT OF FEE. (a) Requires each retail water utility that sold water
to an ultimate consumer for consumption on or before the 20th day of the month
following the end of each calendar month, to send to the comptroller the amount of the
fee the utility collected under this subchapter for the preceding calendar month.

-
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(b) Provides that aretail public utility that makes timely payment of the fee
imposed under this subchapter is entitled to retain an amount equal to one-half of
one percent of the amount of the fee collected as reimbursement for the costs of
collecting the fee for that month.

Sec. 13.555. REPORTS. Requires each retail public utility that sold water to an ultimate
consumer for consumption, on or before the 20th day of the month following the end of
each calendar month, to file with the comptroller a report stating specific information
regarding the number of gallons sold.

Sec. 13.556. RECORDS. Requires a retail public utility that sells water to the ultimate
consumer for consumption to keep a complete record of specific information regarding
the number of gallons sold.

Sec. 13.557. ALLOCATION OF REVENUE. Requires the revenue from the fee
imposed by this subchapter to be deposited to the credit of the water infrastructure fund
and may be used only as provided by Subchapter Q, Chapter 15.

SECTION 3.02. Amends Section 15.407(a), Water Code, to provide that, in this section,
"economically distressed area” and "political subdivision” have the meanings assigned by
Section 17.941, rather than Section 16.341.

SECTION 3.03. Amends Section 15.973, Water Code, as follows:

Sec. 15.973. WATER INFRASTRUCTURE FUND. (2) Provides that the water
infrastructure fund is a special fund outside, rather than in, the state treasury to be
administered by TWDB under this subchapter and rules adopted by TWDB under this
subchapter.

(b) Provides that the fund consists of specific items, including the proceeds from
the collection of the Be imposed under Subchapter O, Chapter 13, and fees and
penalties collected under Subchapter L, Chapter 16.

SECTION 3.04. Amends Section 15.974(a), Water Code, to authorize TWDB to use the fund to
make grants, low-interest loans, or zero interest loans Pr conjunctive use projects and to make
specific transfers.

SECTION 3.05. Amends Section 17.172, Water Code, as follows:

Sec. 17.172. APPLICABILITY. Sets forth the accounts for which financial assistance is
made available, including the economically distressed areas program account under
specific Subchapters, including Subchapter K-1.

SECTION 3.06. Amends Chapter 17, Water Code, by adding Subchapter K-1, as follows:

SUBCHAPTER K-1. STATEWIDE ASSISTANCE TO ECONOMICALLY DISTRESSED
AREAS FOR WATER SUPPLY AND SEWER SERVICE PROJECTS

Sec. 17.941. DEFINITIONS.  Defines "economically distressed area," "financial
assistance," "political subdivision,” "sewer services," and "sewer facilities.”

Sec. 17.942. FINANCIAL ASSISTANCE. Authorizes the economically distressed areas
program account to be used by TWDB to provide financial assistance to political
subdivisions for the construction, acquisition, or improvement of water supply and sewer
services, including providing money from the account for the state’s participation in
federal programs that provide assistance to political subdivisions.

Prohibits money from the proceeds of bonds issued under the authority of Sections 49-d-

7(b) or 49-d-8, Article HI, Texas Constitution, from being used to provide financial
assistance under this subchapter.
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Sec. 17.943. APPLICATION FOR FINANCIAL ASSISTANCE. (a) Authorizes a
political subdivision to apply to TWDB for financial assistance under this subchapter by
submitting an application together with a plan for providing water supply or sewer
services to an cconomically distressed area. '

(b) Requires the application and plan to include specific information regarding
the political subdivision.

(c) Provides that a program of water conservation for the more effective use of
water is required for approval of an application for financial assistance under this
section in the same manner as such a program is required for approval of an
application for financial assistance under Section 17.125.

(d) Authorizes TWDB, before considering the application, to require the
applicant to participate in the review, provide a written determination by TCEQ
stating specific information, request a financial management review from the
comptroller, and any other information required by TWDB or the executive
administrator of TWDB.

Sec. 17.944. CONSIDERATIONS IN PASSING ON APPLICATION. (a) Requires
TWDB, in passing on an application for financial assistance, to consider specific needs,
availability of revenue or alternative financial assistance, financing details, and the
feasibility of achieving cost savings.

(b) Requires TWDB, at the time an application for financial assistance is
considered, to also find that the area to be served by a proposed project has a
median household income of not more than 75 percent of the median state
household income for the most recent year for which statistics are available.

Sec. 17.945.. APPROVAL OR DISAPPROVAL OF APPLICATION. Requires TWDRB,
after considering the matters described by Section 17.944, by resolution, to approve the
plan and application as submitted, approve the plan and application subject to the
requirements identified by TWDB or TCEQ for the applicant to obtain the managerial,
financial, and technical capabilities to operate the system and any other requirements,
including training under Subchapter M, TWDB considers appropriate, deny the
application and identify the requirements or remedial steps the applicant must complete
before the applicant may be reconsidered for financial assistance, if TWDB finds that the
applicant will be unable to obtain the managerial, financial, or technical capabilities to
build and operate a system, deny the application and issue a determination that a service
provider other than the applicant is necessary ar appropriate to undertake the proposed
project, or deny the application.

Sec. 17.946. FINDINGS REGARDING PERMITS. (2) Prohibits TWDB from releasing
money for the construction of that portion of a project that proposes surface water or
groundwater development until the executive administrator of TWDB makes a specific
written finding regarding the applicant's water rights.

(b) Authorizes TWDB to release money for the costs of planning, engineering,
architectural, legal, title, fiscal, or economic investigation, studies, surveys, or
designs before making the finding required under Subsection (a), if the executive
administrator of TWDB determines that a reasonable expectation exists that the
finding will be made before the release of funds for construction.

(c) Prohibits TWDB, T an applicant includes a proposal for treatment works,
from delivering money for the treatment works until the applicant has received a
permit for construction and operation of the treatment works and approval of the
plans and specifications from TCEQ or unless such a permit is not required by the
TCEQ.

Sec. 17.947. METHOD OF FINANCIAL ASSISTANCE. (a) Authorizes TWDB to
provide financial assistance to political subdivisions under this subchapter by using
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money in the economically distressed areas program account to purchase political
subdivision bonds.

(b) Authorizes TWDB to make financial assistance available to political
subdivisions in any other manner that t considers feasible, including specific
contracts or agreements.

Sec. 17.948. TERMS OF FINANCIAL ASSISTANCE. (a) Authorizes TWDB to use
money in the economically distressed areas program account to provide financial
assistance under this subchapter to a political subdivision to be repaid in the form,
manner, and time provided by TWDB rules and in the agreement between TWDB and the
political subdivision, taking into consideration the information provided by Section
17.943.

(b) Prohibits TWDB, in providing financial assistance to an applicant under this
subchapter, from providing to the applicant financial assistance for which
repayment is not required in an amount that exceeds 50 percent of the total
amount of the financial assistance plus interest on any amount that must be repaid,
unless the Department of State Health Services (DSHS) issues a finding that a
nuisance dangerous to the public health and safety exists resulting from water
supply and sanitation problems in the area to be served by the proposed project.
Requires TWDB and the applicant to provide to DSHS information necessary to
make a determination, and authorizes TWDB and DSHS to enter into memoranda
of understanding necessary to carry out this subsection.

(c) Prohibits he total amount of financial assistance provided by TWDB to
political subdivisions under this subchapter from state-issued bonds for which
repayment is not required from exceeding at any time 90 percent of the total
principal amount of issued and unissued bonds authorized for purposes of this
subchapter.

(d) Requires TWDB, in determining the amount and form of financial assistance
and the amount and form of repayment, if any, to consider specific rates, fees,
charges, sources of funding available, any local money of the political
subdivision, and reasonable charges for water and wastewater service.

(e) Authorizes TWDB, n making its determination under Subsection (d)(1), to
consider any study, survey, data, criteria, or standard developed or prepared by
any federal, state, or local agency, private foundation, banking or financial
institution, or other reliable source of statistical or financial data or information.

(f) Authorizes TWDB to provide financial assistance money under this
subchapter for treatment works only if the board determines that it is not feasible
in the area covered by the application to use septic tanks as the method for
providing sewer services under the applicant's plan.

SECTION 3.07. Amends Section 17.958(c), Water Code, to make a conforming change.
SECTION 3.08. Repealer: Section 15.407(i) (relating to a change in the status of a county's per
capita income or a decrease in unemployment rate average) and Section 15.974(b) (relating to
prohibition of funding under Subsection (a)(2)), Water Code.

ARTICLE 4. SPECIAL DISTRICT CREATION.

SECTION 4.01. Amends Subtitie H, Title 6, Special District Local Laws Code, by adding
Chapter 8805, as follows:

CHAPTER 8805. HOUSTON COUNTY GROUNDWATER
CONSERVATION DISTRICT

SUBCHAPTER A. GENERAL PROVISIONS
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Appendix



Water Infrastructure Financing Survey for Projects Recommended in
the 2007 State Water Plan

Organization name:

Address:

Contact person(s):

Phone:

Email:

TWDB Database identification Code:

Background and Purpose of the Survey

The 80™ Texas Legislature established the Joint Committee on State Water Funding which will be
in deliberations through the summer of 2008. The Commiittee is charged with a review of current
financing mechanisms for water supply infrastructure in Texas, specifically projects recommended in the
2006 regional water plans and the 2007 State Water Plan. As part of this charge, the Committee has
requested that the Texas Water Development Board (TWDB) evaluate the amount of funding needed
from state financial assistance programs to support local and regional water providers in Texas in
implementing these projects. The purpose of this survey is to: 1) determine if your organization plans to
apply for financial assistance from the TWDB to implement state water plan projects, and 2) assess which
programs might apply to your facility.

The TWDB has funding programs for water projects identified in the 2007 state water plan.
Funds are targeted toward: 1) construction of water supply projects, 2) planning and design and
permitting for projects that have long development time frames meaning that construction would require
5-10 years of planning, design and permitting, and 3) projects that would be built with excess capacity
intended to meet future water needs. These programs offer various attractive financing options such as
subsidized interest rates, deferral of principal and interest during planning, design and permitting phase,
partial deferral of interest and principal for those portions of the project which are optimally sized for
future needs. Additionally, grant funding is available for those service areas which qualify as rural or
economically disadvantaged. More information on these financial assistance programs (i.e., the Water
Infrastructure Fund, the State Participation Fund, and the Economically Disadvantaged Areas Program)
can be found at the TWDB website at:
http://www.twdb.state.tx.us/assistance/financial/financial main.asp.

Your cooperation and responses to these questions are crucial in helping the state in ensuring that
our communities and our citizens have adequate water supplies. If you have questions regarding the
survey, please contact Mr. Jeff Walker at (512) 463-7779.

Section 1: General Information (provided by the TWDB)

According to the State Water Plan, the following projects were recommended for your
organization:

= Recommended project (s):
*  Implementation date (s):
= Capital cost to be paid by political subdivision:



Section 2: Project Financing Information

Available Funding: For project(s) identified in the State Water Plan, the TWDB has funding available
for different aspects of a project. The different programs available are:

WIF-Deferred offers subsidized interest and deferral of principal and interest for up to 10 years for
planning, design and permitting costs.

WIF-Construction offers subsidized interest for all construction costs, including planning, acquisition,
design, and construction.

Economically Distressed Areas Program (EDAP) offers funding through grants and subsidized loans for
service areas within a project which meet the EDAP eligibility criteria. Eligibility for the TWDB’s EDAP
requires that the median household income of your service area be less than 75 percent of the Texas
median household income ($39,927), as shown in the 2000 Census. EDAP eligibility also requires
adoption of Model Subdivision rules by the appropriate planning entities.

Rural areas funding offers grants and subsidized loans for service areas which are not in a Metropolitan
Statistical Area (MSA) and in which the population does not exceed 5,000. The service area must also

meet the EDAP eligibility criteria.

State Participation funding offers partial interest and principal deferral for the incremental cost of project
elements which are designed and built to serve needs beyond 10 years.

If you are interested in receiving funds from the above programs, please complete the remainder of the
survey.

Question 1: Does your project include distinct service areas which meet EDAP eligibility criteria?

Yes No

If Yes, please include the economically distressed areas portion of the project costs in the table below.

Question 2: Do you need funding for the planning, design and permitting costs prior to seeking funding
for construction costs? In other words, will planning and permitting require several years before final
design and construction can begin?

Yes No

If Yes, please include the portion of the project costs related to planning, design and permitting in the
table below.

Question 3: Is there excess capacity in the recommended project; in other words, are there project
elements that could be intentionally oversized in the initial construction to accommodate future growth to
serve needs beyond 10 years?

Yes No

(28]



If Yes, please include the portion of the incremental costs of the project which are to be built related to
the construction in the table below.

Question 4: Does your project include distinct service areas which meet the criteria for Rural areas
funding?
Yes No

If Yes, please include the Rural areas portion of the project costs in the table below.

PROJECT COST TABLE

Project Element Costs $ Year Funding Needed

Planning, design, permitting

Acquisition and construction

Excess capacity

Disadvantaged

Rural

TOTAL PROJECT COSTS

Please include any comments or questions you might have so that someone can contact you for
further information of education. Include the Name, and contact information of the individual who
completed the survey.

COMMENTS OR QUESTIONS

Name:

Phone #:

e-mail address:

Comments:




Appendix



2007 State Water Plan
Infrastructure Financing Survey Summary

The Joint Committee on State Water Funding requested that the Texas Water Development Board
(TWDB) reevaluate the amount of funding needed from state financial assistance programs to support
local and regional water providers in implementing water management strategies recommended in the
2007 State Water Plan. In response, the TWDB solicited survey information from 570 local and
regional water providers including municipalities to determine if they plan to apply for financial
assistance from the TWDB to help implement state water plan projects.

* Ofthe 570 entities surveyed, 212 responded (37 percent) and reported an anticipated need of
$17.1 billion in funds from TWDB financial assistance programs; this amount represents
roughly 60 percent of total capital costs for water supply management strategies
recommended for municipal water user groups in the 2007 State Water Plan (See Attachment
A).

= Of the reported needs for state financial assistance to implement state water plan management
strategies, nearly $14.2 billion occur between the years 2010 and 2020, $1.7 billion occur
between 2020 and 2030, and $1.2 billion between 2030 to 2040 (Figure 1).

®  Survey respondents stated that nearly $14.8 b (87 percent) of requested funds would
target site acquisition and construction activities and $2.0 billion (12 percent) would finance
project permitting, planning, and design activities. Of the $17.1 billion total, survey
respondents identified approximately $0.3 billion for projects in rural and economically
distressed areas of the state.

Figure 1: Reported Needs for State Financial Assistance to Implement Water Management
Strategies Recommended in the 2007 State Water Plan ($Sbillions)
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(4) other findings and recommendations of the study
commission.

(i) The study commission is abolished and this section
expires December 31, 2011.

SECTION 4.05. EFFECTIVE DATE. This article takes effect
immediately if this Act receives a vote of two-thirds of all the
members elected to each house, as provided by Section 39, Article
III, Texas Constitution. If this Act does not receive the vote
necessary for immediate effect, this article takes effect September
1, 2007.

ARTICLE 5. LEGISLATIVE JOINT INTERIM COMMITTEE

SECTION 5.01. (a) 1In this section, "committee" means the
joint interim committee on state water funding.

(b) The committee is composed of eight members as follows:

(1) the chair of the Senate Committee on Natural
Resources and the chair of the House Committee on Natural Resources
who shall serve as joint chairs of the committee;

(2) three members of the senate appointed by the
lieutenant governor; and

(3) three members of the house of representatives
appointed by the speaker of the house of representatives.

(c) An appointed member of the committee serves at the
pleasure of the appointing official.

(d) The committee shall meet at least annually with the
executive director of the Texas Commission on Environmental Quality
and the executive administrator of the Texas Water Development

Board to:
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(1) receive information on water infrastructure needs
as identified in the state water plan;

(2) receive information on infrastructure cost and
funding options to be used by local entities to meet the needs
identified in the state water plan;

(3) receive analyses of the funding gap and
recommendations on how to address those funding needs;

(4) receive information on whether all water fees
assessed are sufficient to support the required regulatory
water-related state program functions and activities; and

(5) identify viable, sustainable, dedicafed revenues
and fee sources, or increases to existing revenue and fees, to
support state water programs and to provide for natural resources
data collection and dissemination, financial assistance programs,
and water resources planning, including funding to implement water
management strategies in the state water plan.

(e) The committee may hold hearings and may request reports
and other information from state agencies as necessary to carry out
this section.

(f) The Senate Committee on Natural Resources and the House
Committee on Natural Resources shall provide staff necessary for
the committee to fulfill its duties.

(g) Not later than December 1, 2008, the committee shall
report to the governor, the lieutenant governor, and the speaker of
the house of representatives on the committee's activities under

Subsection (d) of this section. The report shall include

recommendations of any legislative action necessary to address.
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funding needs to support the state's water programs and watex
infrastructure needs.

ARTICLE 6. WATER DEVELOPMENT BOARD
SECTION 6.01. Section 16.344, Water Code, 1is amended by
adding Subsections (d) through (i) to read as follows:

(d) Notwithstanding Section 16.343(g) or Section 16.350(a),

a political subdivision may temporarily continue to receive funds

under Subchapter X, Chapter 17, if the political subdivision

submits a request for temporary continuation of funding and the

board determines that:

(1) the political subdivision's initial funding

application and any amendments for a designated area were reviewed

and approved by the board before January 1, 2007;

(2) withholding funds would result in an undue

hardship for occupants of the Property to be served by unreasonably

delaying the provision of adequate water or wastewater services;

(3) withholding funds would result in inefficient use

of local, state, or federal funds under the program;

(4) the political subdivision has committed to take

the necessary and appropriate actions to correct any deficiencies

in adoption or enforcement of the model rules within the time

designated by the board, but not later than the 90th day after the

date the board makes the determinations under this subsection;

(5) the political subdivision has sufficient

safeguards in place to prevent the proliferation of colonias; and

(6) during the 30 days after the date the board

receives a request under this subsection, the board, after
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AGENDA
Joint Committee on State Water Funding
May 14, 2008, 11:00 a.m.
Erik Jonsson Public Library - First Floor Auditorium
Dallas, Texas

Call to Order
Adoption of Rules

Texas Commission on Environmental Quality
® Mark Vickery, Deputy Executive Director

Texas Water Development Board
® Kevin Ward, Executive Administrator

Regional Water Project Funding
® Jody Puckett, Water Utilities Director, Dallas Water Utilities
® Jim Parks, General Manager, North Texas Municipal Water District
® Jim Oliver, General Manager, Tarrant Regional Water District

Public/Private Partnerships
® Michael Bartolotta, Vice Chairman, First Southwest Company

Public Testimony
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Testimony provided by TWDB Executive Administrator Kevin
Ward on the cost of TWDB's water programs.

May 14, 2008
Dallas, Texas
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AGENDA

Joint Committee on State Water Funding
July 9, 2008, 10:00 a.m.
Lone Star College System Training and Development Center, Room 102
The Woodlands, Texas

Call to Order

Texas Water Development Board
¢ Kevin Ward, Executive Administrator

Texas Commission on Environmental Quality
¢ Mark Vickery, Executive Director

Regional Water Funding Panel
o Jeff Taylor, Deputy Director, Houston Water Utilities and Chair, Region
H Regional Water Planning Group
* SuEllen Staggs, Utilities Director, City of Sugarland
[ ]

Michael Page, General Counsel, Woodlands Municipal Utility Districts
and the San Jacinto River Authority

* Jimmie Schindewolf, General Managgr, North Harris County Regional
Water Authority

Public-Private Partnerships Panel
¢ Joe Beal, Senior Consultant, PBS&J

¢ John Ma, Managing Director, Public Sector and Infrastructure Investment
Banking, Goldman Sachs

¢ Charles Jones, President and C.E.O., Inland Public Properties
Development Inc.

Susan Butler, Water Resources Manager, CH2M Hill
Michael Deane, Associate Assistant Administrator, Office of Water,

Environmental Protection Agency

Public Testimony

Recess
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PRESENTATION TO THE JOINT SENATE/HOUSE
COMMITTEE ON NATURAL RESOURCES
HOUSTON, TEXAS

My name is Joe Beal and I am here today as a consultant to PBS&J, an engineering and environmental
consulting firm with offices located throughout Texas and the nation. I recently finished my career at the

Lower Colorado River Authority serving as chief of the water division for four years and as general
manager for the last eight years.

My comments today are not about how to raise money to solve current and future water-supply problems
and challenges in Texas, but are about how state-generated funds might be used. I believe we are behind
the curve in solving future water-supply problems. The figure below is a graph that depicts where I think
we are in water development in Texas. As you study the graph, you will see that we are about where we
were just before the drought of the 1950s in terms of stored water supplies per capita in the state.

Variation of reservoir capacity per capita
(ac-ft per nose)

1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010

Year

Source: G. Ward, Jr., Center for Research in Water Resources, The University of
Texas at Austin, September 2000.

In the 1950s when we finally realized that we were in a drought, we, as a state, pitched in and solved the
problem. We immediately implemented water conservation and built new reservoirs. It was relatively
easy to do in the 50s—permitting was not the time-consuming process that it is today. When the decision
was made to build a water-supply reservoir, construction could start in a matter of months since many
reservoir sites were already identified. Today the permitting process alone can take decades. Things have
changed—maybe for the better. As the graph indicates, we built new storage reservoirs until about 1972,
roughly a 20-year period. Since 1972 very few reservoirs have been constructed, but our population has
continued to increase and we have doubled the number of people in the state that need water. But we are
where we are, and we may have a serious problem right in front of us.

I think the solutions will include a combination of pipelines, storage facilities, and development of

underground water supplies along with a hefty dose of water conservation. That is what the Senate Bill 1




Presentation to the Joint Senate/House Natural
Resources Committee, Houston, Texas

planning process has shown us. Generally speaking, the future water supply solutions have been identified
to the extent that we actually know what the future demands are and where they will be. I also believe that
we do not have a good handle on future electric water demands—but they will be significant.

However, any of the solutions and demands is likely to change, or at least impact, flow regimes in our
rivers, bays, and estuaries. That will trigger a regulatory and political process that will require good

science which will be a very expensive and long process. This science does not currently exist in the
Senate Bill 1 plans. ...

Years ago when the Clean Water Act was passed, a concept was embedded in the regulations called “The
Continuing Planning Process.” The regulations “could: change ®hen more information was developed.
Today the buzz word is adaptive. But the requirement for this process is the same—improved knowledge
about costs and environmental impacts.

A good example of this is the current planning being accomplished by the Lower Colorado River
Authority and the San Antonio Water System (LCRA/SAWS) in Regions K and L of Senate Bill 1
planning framework. This plan envisions moving a substantial amount of water from the Colorado basin
to the San Antonio basin, irrigation conservation, and development of coastal underground water to be
used in the lower Colorado River basin for irrigation. In fact it took specific legislation for this project to
move forward and that legislation required the LCRA Board to make certain findings before the project
could be implemented. These requirements are:

Legislative Requirements to Accomplish
the LCRA/SAWS Water Supply Project

1. The project must benefit the watershed of the Colorado basin, including municipal, agricultural,
recreational, and environmental interests.
The project must be consistent with the regional water plans under Senate Bill 1.

The inflows to Matagorda Bay must be adequate to maintain ecological health and productivity.

Instream flows in the Colorado River must be protected and adequate.

A

San Antonio will have to implement a drought contingency and water conservation plan that will
result in highest practicable levels.

6. The project must provide for public input and a scientific review process to develop information
to establish beneficial bay inflow and instream flow requirements.

7. The project must benefit stored water levels in existing LCRA reservoirs.

In order to develop the science, data, and engineering facts that are needed to answer the questions raised
by the legislative requirements, and after a lengthy and rigorous public involvement process that shaped
the scope of needed studies, it was determined that studies would cost approximately $50 million and
span over five years. Based on public input, it was determined that substantially more data was needed in
the areas listed below:
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¢ Bay and estuary flow requirements

* Instream flow needs

¢ Basic hydrologic modeling

* Rare and endangered species studies

e Site studies for off-channel reservoirs
* Underground water modeling

» Highland Lakes reservoir modeling

¢ Preliminary design and cost estimation
¢ Right of way determination

e Water well siting

¢ Operation and maintenance cost estimation

These studies are ongoing and are being paid for by SAWS, but will be paid for by the LCRA and SAWS
should the project not go forward. The studies could have been compressed in time but budget and water
rate constraints dictated that more time be taken to accomplish the task. I believe this kind of analysis

with this magnitude of scope is going to be required of any major water development project in the future.

Generally speaking, water utilities and river authorities will be able to provide most of the funds needed
to pay for financing future water-supply projects. Water rate bases and special taxing districts should be
able to provide the revenue to fund many projects. State assistance and public-private partnerships will no
doubt also be required to achieve the future water supplies that this state will need. After all, we will
probably double our population in the next 30 to 40 years.

The Texas Water Development Board (TWDB) produced a very good piece of work in May of this year
titled Potential Revenue Sources for Funding Texas Water Programs. In this analysis, the TWDB, in
conjunction with the Texas Commission on Environmental Quality (TCEQ) and the State Comptroller’s
Office, analyzed five different methods of creating revenue for future water projects:

1. Sales tax on retail sales of utility water and sewer
Water conservation and development fee proposed under Senate Bill 3

Water rights fee

Tap fee on public water supply connections

ok LN

Sales tax on bottled water

Tables 1 through 6 are from the TWDB report and show the results of the analysis and revenue estimates.
These methods could raise from $50 to $170 million per year, depending on which one was chosen to
pursue, if any are viable.

This type of cash flow would be adequate to fund much of the front-end work needed to start
implementing the Senate Bill 1 plans and fund it quickly. In this way the real viability of the current plans




Presentation to the Joint Senate/House Natural
Resources Committee, Houston, Texas

could be determined, hopefully before the actual future water supply becomes needed. In essence, this is
simply another step in the planning process but an absolutely critical step that otherwise might take a very
long time to accomplish.

Should projects prove feasible and progress to final financing, the cost of these front-end studies could
become a project cost, be financed, and money returned to a revolving fund for future water-supply
development. This kind of cash flow in the future, at today’s interest rates, could fund over a billion
dollars of supporting studies and projects to implement future water infrastructure systems.

I believe we must move forward with our next phase of planning and be prepared to bring these projects
to reality.
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Table 1: Potential Revenues Generated from a Sales Tax on Retail Water Service
Provided by Community Public Water Suppliers in Texas ($ millions)
Estimated
utility sales Estimated taxable utility sales (water)
(water)
2007 2008 2009 2010 2011
Residential $2,162 $1,418 $1,465 $1,514 $1,565
Commercial $561 $594 $614 $635 $656
Irrigation $103 $110 $114 $118 $122
Industrial $245 na na na na
Govemnment, fire and other/unspecified $288 na na na na
Projected tax revenues (water)

State tax revenues (6.25% of taxable revenues ) na $133 $137 $142 $146
Local tax revenues (1.80 % of taxable revenues) na $38 $39 $41 $42
Administrative fee for utilities (0.5% of tax revenues) na $0.85 $0.88 $0.N $0.94
Total tax revenues to state and local govemment na $171 $175 $182 $187
Exemptions

*  first 5,000 gallons of residential water use is exempted from the tax

*  industrial accounts

*  govemment and institutional accounts

*  non-profits, religious organizations efc.
Source: TWDB analysis of data from American Water Works Association, data from the Texas Commission on
Environmental Quality and data from the TWDB Water Uses Survey. “‘na” = not applicable.

_Table 2: Potential Revenues Generated from a Sales Tax on Retail Sewer Service
Provided by Community Public Water Suppliers in Texas ($millions)
Estimated
utility sales Estimated taxable utility sales (sewer) *
(sewer)
2007 2008 2009 2010 2011
Residential $1,643 $1,078 $1,114 $1,151 $1,189
Commercial $303 $321 $332 $343 $354
Irrigation $0 $0 $0 $0 $0
Industrial $132 na na na na
Govemment, fire and other/unspecified $155 na na na na
Projected tax revenues (sewer)

State tax revenues (6.25% of taxable revenues ) na $87 $90 $93 $96
Local tax revenues (1.80 % of taxable revenues) na $25 $26 $27 $28
Administrative fee for utilities (0.5% of tax revenues) na $0.56 $0.58 $0.60 $0.62
Total tax revenues to state and local govemment na $112 $116 $120 $124
Exemptions

= first 5,000 gallons of residential water use is exempted from the tax

. industrial

= govemment and institutional,

*  non-profits, religious organizations etc.
Source: TWDB analysis of data from American Water Works Association, data from the Texas Commission on Environmental Quality and
data from the TWDB Water Uses Survey. “na” = not applicable.
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Table 3: Potential Revenues Generated from a Water Conservation and
Development Fee as Proposed Under Senate Bill 3 of the 79" Texas Legislature ($millions)

E.s.timated

Ut\'igusr:::s Estimated taxable utility sales volume (acre-feet)

(acre-feet)

2007 2008 2009 2010 2011
Residential 2,076,620 982,631 990,827 999,090 1,007,423
Commercial 577,716 570,884 575,645 580,446 585,287
Irrigation 114,426 115,381 116,343 117,313 118,292
Industrial 315,173 na na na na
Government, fire and other/unspecified 249,572 na na na na
Projected tax revenues ($millions)

Total fee revenues na $71 $71 $72 $72
Administrative fee for utilities (0.5% of fee revenues) na $0.35 $0.35 $0.36 $0.36
Total fee revenues fo the state na $70 $71 $72 $72

Exemptions

= first5,000 gallons of residential water use is exempted from the tax

*  industrial
= govemment and institutional,
*  non-profits, religious organizations etc.

Source: TWDB analysis of data from American Water Works Association, data frol

and data from the TWDB Water Uses Survey. “na” = not applicable.

m the Texas Commission on Environmental Quality

Table 4: Potential Revenues Generated from a Fee on Water Rights in Texas (2008-2011)

Projected
Moemineg ® | Notpemt | AZYLTERT | aaics | M sl

(acre-feet) (acre-feet) ($millions) holder
Municipal 3,068,153 422 7,271 $4.60 $10,906
Multiuse 14,611,991 895 16,326 $21.92 $24,489
Industrial 10,927,458 369 37,468 $16.39 $44,421
Irrigation 4,136,024 5,404 846 $6.20 $1,148
Mining 149,751 159 1,068 $0.22 $1,413
Hydroelectric 11,167,361 25 748,782 na na
Cther 232,849 1,402 439 na na
Total 44,293,587 8,676 812,199 $49.34 $5,687

* Assumes an annual fee of $1.50 per acre-foot of permitted water. “Other” primarily includes storage rights, recreation,
domestic and livestock uses and recharge. Source: Based on data from the Texas Commission on Environmental Quality
Water Rights Database 2006. “na"” = not applicable.
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Table 5: Potential Revenues Generated from a Tap Fee on
Public Water Supply Connections in Texas ($millions)
Estimated
no. of Projected no. of connections *
connections
2007 2008 2009 2010 2011

Residential 7,233,497 7,371,074 7,440,840 7,511,267 7,582,361

Commercial 428,992 437,151 441,288 445,465 449,681

Irrigation 49,951 50,901 51,383 51,869 52,360

Industrial 21,719 21,966 22,091 22,216 22,342

Govemment, fire and other/unspecified 224,004 na na na na

Projected fee revenues ($millions)

Total fee revenues na $95 $5 | s6 | o7
*Estimates assume a $1.00 monthly charge per connection. Govemment, fire and other institutional connections
are assumed exempt. Source: TWDB analysis of data from American Water Works Association, data from the
Texas Commission on Environmental Quiality and data from the TWDB Water Uses Survey. “na” = not applicable.

Table 6: Potential Revenues Generated from a Sales Tax on Bottied Water in Texas ($millions)

Estimated
' hlsstglr(la cal Projected sales revenues ($millions)
revenues
2007 2008 2009 2010 2011
Boitled water sales $1,191 $1,248 $1,364 $1,490 $1,628
Projected tax revenues from bottled water sales (Smillions)*

State tax revenues (6.25% of taxable revenues ) na $78 $85 $93 $102
Local tax revenues (1.80 % of taxable revenues) na $22 $25 $27 $29
Total tax revenues to state and local government na $100 $110 $120 $131

* Estimates for projected bottled water sales revenues were adjusted to reflect
to the negative impact of a price increase due to sale tax on sales volumes.

Source: Based on TWDB analysis from the Intemational Bottled
Water Association and U.S. Beverage Marketing Association.

‘na” = not applicable.




Private Sector Investment in Texas Water Infrastructure

By Chris Malinowski, PE and J. Paul Oxer, PE
PBS&J, Houston, TX

Introduction

There is an enormous demand for new water infrastructure in Texas — potable water
storage reservoirs and treatment plants, transmission and distribution systems, wastewater
collection systems, and treatment and reuse plants. As a result of the continued
population growth into the foreseeable future, these demands will only increase as this
predicted growth continues to escalate. Unfortunately, we’ve generally run out of the all
clean, close, cheap water. Developing new sources and processes to meet these future
water needs will be more complex and will simply cost more. To this we must add the
costs to refurbish our existing municipal systems, some now nearing the limits of their
design life, whose maintenance and upkeep was sometimes ignored for budgetary
expedience or other political constraints.

The estimated capital requirements for this infrastructure are simply beyond the capacity
of the State of Texas to supply it readily. State and federal financial resources are
limited. State revolving funds are generally at their limits, and raising taxes is simply not
in the political cards. Federal money will be acutely limited in the near-term as a result
of the country’s international commitments and its own budgetary constraints. All this
forecasts a drought of public financing available for water infrastructure. Privatization
and other public-private partnerships (P3) are ways to access the capital needed in the
amounts that will be required, allowing certain projects to be undertaken that otherwise
might not be funded and accelerating others.

Private finance through a P3 is financing raised by the private sector to deliver a public
service such as water supply or wastewater treatment. The debt and equity obligations
are met through revenues generated by the project activity with no recourse to the
government beyond those specifically outlined in the financing and operating
agreements. The cost of borrowing for such projects is a part of the total equation to
bring the project to fruition to provide the service, just as are management, labor, and cost
of expendables. When comparing and evaluating the efficacy of government financing
versus private financing through a P3, we should first ask not “Which has the lowest cost
to borrow money?” but rather “Which delivers the service better?” This is not to deny
the lower cost of generally tax-free government borrowing, but rather to recognize that
the cost of debt is only a part of the total cost to provide the service.
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Types of Private Sector Participation

Private sector participation in water projects ranges from service contracts for operation
and maintenance a single facility to full acquisition of an entire system.

By Contract Operations (CO&M) through private operators who provide specific services
ranging from meter reading and repair to O&M of an entire collection, treatment and
disposal system, municipal governments benefit from private sector operation and
maintenance expertise while maintaining ownership of the individual asset. Service
providers receive a fixed fee or a performance fee linked to operational improvements,
and are unaffected by tariff changes or insufficiencies. In this regard, the private operator
assumes little or no risk. Service and management contracts speak to the need for
improved efficiency and service quality, especially when performance incentives are
offered. These can be a valuable first step to build an understanding of private sector
participation.

Design-Build (DB) projects accelerate the schedule to hasten the provision of improved
or increased services, but have little to do with accessing private capital for long-term
financing. These projects simply reduce the finger-pointing between designers and
constructors regarding responsibility for performance capability of the completed plant.
The principal question regarding DB projects is whether the finished product will meet
the operational standards, e.g. for wastewater treatment. That’s why the characteristics of
the design and output of the plant are specified. In this case the municipal entity remains
the owner (short-term and long-term), and essentially purchases a finished product that
will be able to provide the service rather than engaging an engineer for design and a
contractor for construction. The municipal entity is still responsible for financing the
purchase of the asset and paying for it over time through billing and invoicing for
services.

In a Build-Own-Operate (BOQ) project, the private sponsor provides capital through
combined equity and debt; provides the project operations and management expertise;
and assumes the risk to provide the service, e.g. treatment of a certain range of
wastewater volume of certain characteristics. This can be via a toll plant where the
influent is metered at the plant and the municipality is the sole customer, limiting the
payment risk. The municipality is responsible for billing and invoicing its customers for
the service. These are often on a “take-or-pay” basis that guarantees a minimum base
cash flow to support the long-term financing and reduce the costs of borrowing.
Metering at the plant also provides an incentive to the municipal entity to maintain the
sewage collection system to minimize the amount of infiltration and inflow (groundwater
and rainwater) that seeps into the system as a result of poor maintenance. Unchecked this
excess flow into the plant can overwhelm the plant’s hydraulic capacity during wet
weather, resulting in overflows and permit violations, just as they would if owned by the
municipality. Ownership continues to reside with the private sector entity.
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Build-Own-Operate-Transfer (BOOT) projects essentially do the same thing as a BOO
project, but require the private operator to transfer the assets back to the municipal entity
after a time required to retire the operator’s debt and provide a return to equity investors.
Both terms are usually specified within contract documents.

Both BOO and BOOT projects address the need for new services and treatment
capabilities that require large amounts of capital financing. The initial period of
construction before revenues begin to be generated exposes lenders and equity holders to
greater political, regulatory, and credit risks. This provides an incentive to get the facility
completed and into operation as quickly as possible to generate positive cash flow.
Capital assets are held on the private sector entity’s balance sheet; and the municipal

entity can reserve for other projects the bonding capacity that would have been obligated
for the plant.

Asset Acquisition of a full equity interest in an existing facility is the simplest and most
extensive form of privatization of existing services. Asset sales provide the greatest
potential for productivity gains because the private operator assumes all commercial and
performance risks as well as the ongoing costs of capital improvements. The acquired
infrastructure asset provides hard collateral that can be used to obtain long-term
financing, often much longer than that for a municipal entity, which assists in reducing
debt pricing. This can be an attractive option for a municipality that has decided to
embrace infrastructure privatization and needs capital for other projects that do not lend
themselves to such private sector involvement. In a sense the municipality simply takes
out its equity in a specific plant to be used clsewhere. Asset valuation becomes the
critical issue.

A Partial Acquisition makes a portion of the assets available to the private sector,
typically through a stock sale of a quasi-government operating company. The
municipality can offer less than a majority stake in the operating company, but through
contract documents can grant managerial control to the private sector. Under this
scenario, the private sector investor will operate and manage the company, but the
municipality retains a management presence through board seats. The municipality
retains ownership but not control.

With a Purchase / Lease-Back, the infrastructure asset is simply sold to a private sector
entity and leased back to the municipality as a way for the municipality to reduce capital
that is tied up. In this way, the municipality essentially maintains operational control but
not ownership; the capital asset is held on the private entity’s balance sheet. Private
sector interests can provide much longer term financing, often much in excess of that
available through tax-free municipal bond financing. However, the municipal entity is
obliged to spend what is required to keep the facility operating to standards specified in
the lease agreement.
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Private Systems simply provide a municipal service such as drinking water or wastewater
collection and treatment. These are essentially the same as a Build-Own-Operate project,
but characteristically are offered in areas where the Ccosts are excessive or uneconomical
to extend municipal services from the main service area.

Other Aspects

Accountability improves with private investment. Too often, publicly funded
infrastructure projects go over budget and take longer to complete than planned. This is
often attributed to a lack of direct “ownership” by officials involved. Private finance
imposes a level of market discipline to which the municipal official is not exposed. If the
private sector investor/operator does not perform and deliver the project on-time and on-
budget, the value of the investment deteriorates, taking with it the returns on the invested
capital.

Debating in the abstract tends to be self-defeating because the devil — as well as the
darling! — is in the details. To focus the debate, discussion should be centered on a
specific project or series of projects.

Water infrastructure — water plants, pipes, pump stations and such — is hard to move, so
it’s not as though the private sector owner will be able to pack it up and take it away.
What must be assured is that the level and quality of service is maintained, and the
infrastructure is operated and maintained in a manner that does not allow abnormal
deterioration. This is especially important in BOOT projects where the system will be
returned to the municipality at the end of the contract term, as well as in Purchase —
Lease-back projects where the condition of the asset, as maintained by the municipality,
defines the balance sheet value to the private sector owner.

Private investment and operation does not mean that the government or municipal entity
is disengaged from the service, but only that it moves into the pure oversight role to
which it is uniquely suited, while the private sector takes over operation, often at greater
efficiency and reduced cost.

Costs of Debt

Generally, a key issue raise regarding private finance is the cost of debt — why should
private financing be pursued when governments can borrow more cheaply? If a
government entity is going to finance the project, it will likely do so with traditional tax-
exempt bond financing. There are, however, limits to how much leverage that can be
achieved with this type of financing. Because it is 100% debt, it is priced very
conservatively and tightly structured. Privatization offers the potential to bring equity
into a transaction, which would not occur in a typical municipal bond financing. This has
the effect of reducing the long-term cost of the debt, bringing it more in line with typical
tax-exempt bond rates.
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Privatization can also reduce annual amortization costs by offering a much long-term
financing horizon. Where traditional tax-exempt municipal bonds are usually limited to
30 years, some private investments are structured over as much as 75 to 99 years. Private
ownership of infrastructure also allows the owner to take the financial benefits of
depreciation and other tax incentives that are simply unavailable under conventional tax-
exempt municipal financing.

In these types of project financing, debt is repaid through usage fees and tolls specifically
related to operating the infrastructure unit -- a water plant, for example -- so the fees
should relate directly to the costs of operating that facility. Where a municipality can
potentially draw additional monies from other sources to make up any insufficiency,
essentially subsidizing the costs of providing the service, the private sector entity is
obliged to set tariffs that cover costs of operation including debt repayment obligations,
necessary maintenance, and reasonable profits. It is here that conflict generally arises.
What most people take issue with in privatization is the profit that a private sector entity
takes from the cash flow, often questioning its “fairness.”

What should also be included in the discussion is the concept of “value” in the provision
of the service. For a variety of reasons, including those mentioned in the Introduction,
the costs to provide water and treat wastewater are escalating. Those costs will continue
to escalate whether the private sector is engaged or not. The expectation is that they
would rise less than if financed and managed by the public sector because of greater
private sector operational efficiencies and management skill.

When taking infrastructure investments out of the public domain, it is critical to the
success of any project that the mechanism and requirements for increasing tariffs be
clearly defined and absolutely transparent. Contract management and regulatory
oversight are essential to success.

This type of financing is generally new to the US and to individual states, and private
operating companies who come in will often be from outside the US. Because of
conditions and opportunities that exist in other countries such as France, Spain, Germany,
and Australia, these operators have much greater experience in this type of investment.
They tend to see themselves as internationalists often with investments in many locales,
having learned how to evaluate the risks and rewards of any investment. Circumstances
in the US — sanctity of contracts, rule of law, generally predictable regulatory regimes,
low volatility economic climate, and stable government structure — simply provide
another very high-quality, low-risk context for investment. For decades foreign
governments have bought US Treasury bonds, and international companies have
purchased real estate and corporate equity in this country.
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Major Issues Affecting Use of Private Equity

Access to Tax-Exempt Debt; Private Activity Bonds

Under normal circumstances, companies using private equity will leverage their
investment by mixing equity and long term debt. These companies will normally use
taxable debt for their debt portion of the project. Local and state governments, on the
other hand, can issue tax-exempt debt for the entirety of their project. This tax exempt
debt is typically paid back over a period of 20 to 30 years at an interest rate lower than
that for taxable debt.

Every state is allowed to authorize a certain amount of tax-exempt debt for private
companies developing “public use” projects. These bonds, called private activity (or
industrial development) bonds, are used for a wide variety of public housing, education,
and environmental projects. The amount of private activity bonds available is calculated
per Internal Revenue Code, Section 146.

In certain circumstances, tax-exempt debt can be accessed by the private sector in
partnership with a municipal entity. Specifically, existing IRS Revenue Rule 63-20
allows for the formation of a public-private-partnership (P3) that would have access to
tax-exempt debt. This type of partnership is known simply as a 63-20 corporation.

For this debt to be issued on a tax-exempt basis, IRS Revenue Rule 63-20 states that:

* The corporation must engage in activities which are essentially “public in nature.”

* It must be not organized for profit.

* The corporate income must not inure to any private person.

* The State or political subdivision must have a “beneficial interest” in the
corporation while the indebtedness remains outstanding.

* The corporation must be approved by the State or the political subdivision, which
must also approve the specific obligations issued by the corporation.

* Unencumbered legal title in the finance facilities must vest in the government unit
after bond indebtedness paid off.

These 63-20 corporations have been used extensively in the transportation sector, and
have substantial application in water infrastructure. Typically, a project under this
structure is designed, built and operated by the private sector with capital generated by
tax-exempt bond financing issued by the 63-20 corporation. Municipal and private
sector interests in management of the corporation are jointly represented through board
seats on the P3. The P3 hires an executive officer who reports to the P3 board, and is
responsible for construction of the infrastructure project and delivery of services under a
contract to the municipality. When the bonds have been retired, ownership of the facility
reverts fully to the municipality.
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Design-Build Legislation

Many states allow the use of Design-Build contracts for municipal water and wastewater
projects. Unfortunately, Texas is not one of them. The issue involves the conflict on
how engineering services and construction services are traditionally awarded. In Texas,
engineering contracts from local government entities must be awarded based on the
qualifications of the engineering company. On the other hand, construction services must
be based on price. Trying to blend the award of these two service types into one contract
poses a problem.

There have been two examples of Design-Build contracts in the Texas water industry.
The first was done for the Bexar Metropolitan Water District in San Antonio, the second
for the Houston Area Water Corporation in Houston. Each used a not-for-profit (NFP)
corporation to design, build and finance the project. They also are normally responsible
for the operations and maintenance of the project. Each municipality in turn signed an
agreement with the NFP committing to purchase a minimum amount of the water or
wastewater services for a certain unit cost (“take-or-pay” contract).

In 1999, the Bexar Metropolitan Development Corporation (BMDC) in San Antonio,
contracted with United Water for the first DBO of an ultra-filtration potable water
treatment plant in the United States. The BMDC is an industrial development
corporation formed by the Bexar Metropolitan Water District (BexarMet), which
provides water to about 250,000 residents in the San Antonio area.

The sophisticated ultra-filtration technology used at BexarMet, formally known as
“Crystal,” was refined and developed by the French company Suez and offers several
advantages. The innovative process requires less chlorine, takes up approximately one-
quarter less space than traditional plants, and provides a physical barrier that removes
solids, organics and pathogens and any other particulates from finished water. The
facility’s quick turnaround in construction and start-up provided a much-needed water
source to the drought-stricken area.

Under the terms of the contract, United Water is responsible for all aspects of designing,
building, managing and operating the new surface water structures, including the ultra-
filtration treatment facility, raw water intake, raw water pipeline and pump station.
BMDC owns all the facilities, provided financing for the construction project and
constructed a six-mile pipeline to deliver drinking water to key distribution points on the
west side of San Antonio.

The procurement and financing of the BexarMet ultra-filtration plant represented a new
approach for this region. To maximize the economic benefits to the District by getting the
plant constructed as quickly as possible, and to limit construction schedule constraints, a
DBO method of procurement was deemed critical to meet the District’s water needs.
However, state regulations limited long-term procurements, forcing the City to identify
alternate contracting methods. To meet this challenge, the Bexar Metropolitan Water
District created the non-profit BexarMet Development Corporation (BMDC) as allowed
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by the state. The State Attorney General issued a positive opinion on the formation of the
BMDC, and opined as well that it could contract long-term with United Water.

Once financing was obtained by BMDC, the project was completed on time and on
budget in only sixteen months, a full year sooner than generally would have been
required for a conventional plant under more traditional procurement. Due to extensive
pilot testing performed during the design phase of this project, equipment costs were also
significantly lower than manufacturers’ original estimates.

The contract between BMDC and United Water is part of a 10-year, $30-million dollar
operations agreement with a 10-year renewal option. The 9 MGD ulira-filtration plant
went on-line in December 1999.

This was the first time that tax-exempt project financing coupled with a DBO approach

has been used in Texas, and through it a savings of $2 million was recognized over the
original budget.
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Members of the committee,

My name is John Ma, and | am a Managing Director in Goldman Sachs’ investment banking
division, in our public sector and infrastructure group; based in New York City. Thank you for

having me here today and providing this opportunity to address you.

Approximately two years ago, | spoke with this committee about the potential for public-private
partnerships, or “P3”, to help address some of the infrastructure challenges facing the State,

including in the water sector.

Since then, we have seen a growing number of states in the US, including Texas, explore
public-private partnerships as an innovative way to finance critical infrastructure projects. Today,
I wanted to discuss some of the potential applications of public-private partnerships including

their benefits and issues.

Over the last two years, P3’s have been looked to by States and municipalities as a source of
capital for an increasingly broad range of infrastructure assets including roads, bridges,
maritime port infrastructure, municipal parking facilities, courthouses, airports and water utilities.
P3’s have perhaps been best known, and received the most attention for certain transactions
where States or cities have monetized existing, revenue producing assets such as toll roads
through a long-term concession, in exchange for large upfront payments. In 2006 for example,

the State of Indiana entered into a 75 lease of the Indiana Toll Road with a private operator in
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exchange for an upfront payment of over $3.8 billion, that went towards the funding of the
State’s 10 year transportation plan. This transaction allowed the State to effectively monetize

the equity value it held in an existing toll road asset in order to reinvest in new transportation

projects.

Yet these large toll road transactions, like the Indiana Toll Road deal, are only one variant of
public-private partnerships. Private capital can be used to help finance infrastructure projects in
a variety of ways, across a variety of asset classes, including municipal water utilities, and to

build greenfield, or new capacity projects, in addition to monetizing value from existing assets.

PPPs for the Water Sector?

In the US water sector, simple forms of partnerships with the private sector have existed for
many years. For example, som‘e municipalities contract with private operators to run aspects of
the day-to-day operations of their water and wastewater systemsﬂ‘for a fixed fee. However the
responsibility for capital investments, such as replacing aging distribution networks and pumping
equipment, remains with the municipality. In another example, new plants and facilities are
often built through fixed price design-build contracts with private contractors. Other broader
partnerships exist involving longer term Operations & Maintenance contracts. In these contracts,
private operators manage almost all day to day aspects of a municipal water system. Through
incentive clauses in their contracts, the private operator might share in some of the rewards and
bear some of the risks of operating the water system; however, again, many of the more
significant capital investment decisions remain with the municipality such as whether to invest in

a new water treatment plant.
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Finally, the PPP market has begun looking at even more comprehensive models whereby a
private investor/operator would be responsible for not only the operations and maintenance of a
system or facility, but significant aspects of the longer-term capital spending plan as well. Given
the enormous amount of capital investment required to update, upgrade and maintain current
water infrastructure, these more comprehensive public-private partnerships are getting
increasing focus as an alternative. For example, the City of Akron, Ohio recently announced
that it planned to explore a long-term concession of its entire wastewater system for which it
hoped to receive a significant upfront payment. In other parts of the country, States have
looked to private capital and private operators to finance the construction and operation of new

plants, including expensive new desalinization plants.

Overall, the huge dollars required to upgrade the nation’s water and wastewater infrastructure
are demanding the consideration of alternative means of financing. The US Government
Accounting Office (GAO) estimates that $400 billion to $1.2 trillion will be needed nationally over
the next 20 years alone for water infrastructure projects. Given these huge needs, public-
private partnerships, while not a silver bullet and not the answer to all of the State’s water

infrastructure needs, may offer an alternative financing solution.

Potential Benefits

The benefits for State and municipal governments are several. First, and perhaps foremost,
public-private partnerships can transfer significant operating risks to the private sector. In any
complex infrastructure project, there are numerous risks associated with construction and
operations. On the construction side there is the potential for costly over-runs or design

changes. On the operations side, complex systems such as a municipal water utility or a
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desalinization plant, require expertise and know-how to maintain safety and quality standards.

These systems also require ongoing investment in equipment and technology.

In the water sector, other specific risks include the rate of usage and customer growth which
impact annual revenues. On the operating expense side, there is the additional challenge of
maintaining qualified staff and managing operating expenses including electricity and chemicals
for the treatment of water. The water sector is highly regulated by the EPA, which creates

additional responsibilities and burdens.

Public-private partnerships have been broadly used as a tool in other infrastructure projects to
help transfer many of these types of operating risks away from the public sector to the private
operator. With a well-crafted transaction, the public sector retains oversight over these projects
while the private operator has responsibility for meeting strict standards outlined in the
agreements. For example, for a water or wastewater utility, a concession agreement can be
drafted to help ensure adherence to detailed environmental and health and safety compliance

standards.

Finally, one can not talk about the potential benefits of public-private partnerships without
mentioning the dollars. The fact is that, given the size of the needs for infrastructure investment,
private equity capital offers a new source of capital, different from traditional tax-exempt
municipal bonds which we have relied on for many years to finance our infrastructure
investments. As many of you here have seen and appreciate, there is extremely strong demand
among investors for infrastructure assets given their long-term nature, the essential nature of

the services, and stable cash flow characteristics. Billions of dollars have been raised and
committed among infrastructure funds and pension funds to invest in infrastructure projects

around the world.. While infrastructure equity capital is certainly not a replacement for the deep
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and liquid municipal, tax-exempt markets, this source of equity capital can be tapped to help

finance at least part of the needs of the State.

Issues for Consideration

Despite these important potential benefits, public-private partnerships are not without their
challenges, and they certainly are not a one-size-fits all solution to the infrastructure needs of

the State or the Nation.

First, any contract needs to be carefully designed so that there is appropriate allocation of risks.
I have already mentioned how one of the key benefits of public-private partnerships is the ability
of the private sector to bear some of the key risks involved with an infrastructure asset such as
a water system. Yet there are some risks which private operators have little or no control over,
relative to the government, such as future changes in laws or regulations. P3 contracts need to
anticipate a very long-term arrangement where future requirements, future regulations, and
future technology may change. These types of issues are particularly challenging for technically
complex and highly regulated assets such as water utilities. Overall there also needs to be a

thoughtful allocation of risks in these agreements, and they need to be carefully reviewed.

Policy makers need to define clear principles and parameters at the outset to help guide these
processes. Any legislation needs to allow for flexibility in individual agreements, since each
situation and each infrastructure project can be unique, but there are certain principles and

guidelines that policy makers can set out to help guide how these agreements are drafted.

Second, in order to attract capital to infrastructure projects, there needs to be clear and open

processes for selecting and negotiating with a private partner. Unfortunately, in the P3 space,
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several processes for soliciting private capital into these types of deals have been clouded by
uncertainties related to the process. These questions have included whether legislative and
regulatory approvals are in place and whether there is a really a commitment on the part of the
government entity to enter into a deal. These processes require a real commitment of time,
money, and resources on the part of the private sector. Prior to entering into a process,
investors want to know that the conditions for a successtful project are in place, including
threshold regulatory approvals and clear definitions of what the project is, what the end
objective of the State or municipality is, and what the process will be. They truly think of these
transactions as long-term partnerships. And they want to enter into transactions will a high

likelihood for a successful long-term partnership.

Finally, I'd like to spend a moment an.d make a distinctibon with respect to investors and the
private capital that would pursue an infrastructure investment. 1t is important to realize that
investors need to be repaid their money. This rule applies whether they are traditional municipal
debt investors, or private equity investors. This may be stating the obvious. But my point is to
highlight the important distinction between financing and funding.... While municipal bonds or
infrastructure private equity are both financing alternatives, (ways to raise upfront capital to get
a project built) any financing will require funding streams — revenue streams - to repay the
money. These funding streams can include taxes, user fees, development charges, connection
fees, grants, or general revenues. At the end of the day, people will need to continue to receive
water bills, utility bills and'pay their taxes. | mention this because water is commonly referred to
as the “lowest cost utility” for the average American household, consuming less than 1% of
household income. Yet, given the huge need for reinvestment in our water infrastructure, this
low cost situation may not stay constant. This is probably the most challenging reality facing
any infrastructure project which is “who will pay for it.” Public-private partnerships are just a

vehicle for financing infrastructure projects. P3s may be able to deliver projects for less money
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and more quickly...yet they ultimately need some revenue stream, some funding source, to

provide a return on the investment.

Conclusion — Are PPPs the Future of Infrastructure Finance?

In conclusion, the need for alternatives to repair and replenish the nation’s infrastructure has
given rise to the increased consideration of public private partnerships in the United States
today. There are pools of private capital that are available for this very purpose. Public-private
partnerships can be truly mutually beneficial — municipalities are able to deliver projects faster

and cheaper, or monetize existing assets for upfront dollars.

As budgets become increasingly constrained and our infrastructure needs continue to grow, it is
likely that PPPs will become a prominent fixture in the infrastructure finance landscape. The
growth in the PPP market in the past year has been strong and there is every reason to believe
that it will continue in the future. Although a PPP may not be appropriate for every project or

municipality, it provides a valuable alternative to the current financing options that are available.



Joint Committee on State Water Funding
July 9, 2008, 10:00 a.m.
Lone Star College System Training and Development Center, Room 102
The Woodlands, Texas

Testimony
Presented by
Susan Butler, CH2M HILL

Good morning, Mr. Chairman and Members of the Joint Committee. Thank you for the
opportunity to discuss this critical issue facing the State of Texas.

My name is Susan Butler, Water Resources and Environmental Management lead for Texas
and Oklahoma for CH2M HILL. Headquartered in Denver, Colorado, employee-owned
CH2M HILL is a global leader in environmental consulting, engineering, construction, and
operations for public and private sector clients. With $4.5 billion in revenue, CH2M HILL is
an industry leader whose work is concentrated in the areas of water, energy, environment,
communications, construction, transportation, and industrial facilities. CH2M HILL has
more than 24,000 employees in regional offices around the world and nearly 600 serving
within Texas. We are pleased to have been invited to discuss the important issue of funding
implementation of the State Water Plan and public-private partnerships.

GENERAL COMMENTS

The Committee is to be commended for addressing such a critical issue of statewide
importance. The State Water Plan identifies approximately $139 billion in water delivery,
water supply and wastewater system needs in Texas by 2060. Approximately $22 billion
will be needed by 2020 to replace aging infrastructure and expand system capacity to meet
the needs of a growing population. ‘

The combined efforts of local, State, and federal government as well as the private sector
will be required to meet these needs both in the near and long-term. In recent years, much
has been accomplished to advance funding opportunities for critical projects. Congress
authorized federal investment in infrastructure through its passage of the Water Resource
Development Act. The Texas legislature also recognized the role of the State in investing in
critical infrastructure needs through its appropriations last session. These are important
steps; however, continued investment and collaboration among all levels of government
and the private sector will be required to secure the water future for the State of Texas.

There are many ways that the private and public sectors can, and do, partner to design,
construct and operate water and wastewater projects. Partnerships range from
collaboration between engineers and their clients to creatively design and construct projects
that efficiently use limited capital funds and reduce operating costs to direct private sector
funding of infrastructure projects. Another form of public-private partnership involves state
funding for data collection and analysis tools such as water availability modes used to
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support design of water and wastewater projects for water suppliers, industries and
businesses. '

PROJECT DELIVERY METHODS

During the last legislative session, the Legislature authorized local public entities to use a
variety of methods to procure and manage project design and construction. These methods
create opportunities for creative design and construction approaches that save time and
stretch limited budgets.

The methods include “design-build”, among others. Design-build project delivery allows
entities to issue a single contract for project design and construction, rather than first award
a design contract and then award a construction award. This approach can now be used for
a wide variety of public works facilities including water and wastewater plants, conveyance
systems, desalination, water quality projects and other projects. Long used by the federal
government and private industry, design-build now can be used by large municipalities,
counties, river authorities, defense base development authorities, a municipally owned
utility with a separate governing board, or special districts as an alternative to the more
traditional design-bid-build approach. While design-build does not necessarily always
result in reduced capital cost for new facilities, it can significantly improve design and
construction schedules; thus, reducing the cost of interest accrued and paid during
construction. More importantly, however, design-build can foster innovation that reduces
life cycle costs, reduces energy consumption and increases long-term sustainability.
Additional methods of procuring design services such as Construction Management at Risk
also have the potential to reduce costs and reduce “time to market” project development.

The Texas Water Development Board and Texas Commission on Environmental Quality are
taking steps now to learn about these methods and to review their processes related to plan
and permit reviews and release of loan funding. Streamlining these reviews and building in
flexibility will ensure that the benefits for using these methods are not lost through
administrative review processes.

We would encourage the Legislature to support these agencies as they seek to improve their
processes and promulgate rules necessary to increase efficiency. Further, while there is
considerable latitude to make such improvement with state funds and review processes,
flexibility for administrating federal funds (i.e., State Revolving Funds) may be limited due
to federal administrative constraints. We would encourage the state to work with federal
funding agencies to make sure that procedural requirements do not impede use of these
alternative delivery methods while still providing accountability for public funds.

PUBLIC-PRIVATE PARTNERSHIPS

CH2M HILL has historically not invested significant capital in project development;
however, we generally support those policies that encourage private funding of
infrastructure projects when appropriate protections for the public and for local entities are
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in place either through statutory or contract frameworks. Many successful projects have
been built around the country through public-private partnerships.

We have also seen the benefits of private activity bonds, tax credit bonds (i.e., Clean
Renewable Water Supply Bonds) and other instruments that can be used to raise capital for
infrastructure projects. Such financial tools that encourage private sector investment to
develop critical water projects will be increasingly important as we move forward to
implement the State Water Plan. We would encourage the state to support federal

legislation that creates such investment mechanisms or removes the cap on issuance of such
bonds.

PUBLICLY FUNDED TOOLS AND DATA SOURCES

One of the often overlooked aspects of public-private collaborations is state funding for data
collection and analysis tools such as water availability modes used to support design of
water and wastewater projects for water suppliers, industries and businesses.

For example, the groundwater availability models and surface water availability models
developed by Texas Water Development Board and Texas Commission on Environmental
Quality, respectively, are critically important for industries and other private sector interests
for ensuring the viability of their facilities. These tools are used to verify water availability
and demonstrate to their financial investors that the facilities have secure water supplies
and can operate over the long-term. Similarly, biological data collected by Texas Parks and
Wildlife Department and the Texas Water Development Board are very important for
private sector industries and local governments that may need to assess potential biological
or ecological impacts of projects for permitting processes.

Further, data collected by federal agencies such as US Geologic Survey, US Environmental
Protection Agency and National Marine Fisheries Service are critical to the private sector
and to local and regional governments. We would encourage the legislature to continue to
support these data collection and tool development efforts at the state level. We further
encourage the State to continue to work with federal agencies and Congress to secure
continued support and efficiencies with respect to collecting these data and developing
models that can be used at the local level.

OTHER APPROACHES TO CONSIDER

While not specifically public-private partnerships, there may be other approaches that could
stretch limited funding resources. For example, authorizing regional planning groups to
move beyond high level conceptual planning and conduct data collection or studies that
support permitting and project implementation could be considered. Such studies could be
shared by local water providers and potentially expedite project implementation; thus,
reducing overall costs for implementation of the State Water Plan.

Additionally, creating incentives and funding mechanisms that facilitate integrated water
resources management and collaborative problem solving could be developed. For
example, a “State Water Sustainability Fund” could be created that would provide funding
for projects that use innovative designs or technologies to reduce energy or water
consumption, reduce chemicals used during treatment processes or improve water quality.
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Similarly projects that improve water quality within the watershed. We often work with
water and wastewater providers that forego innovative technologies such as membranes,
systems to capture methane gas to meet on-site power needs, or constructed wetlands to
improve water quality and create habitat. In many cases, our clients see the long-term
financial benefits but forego these innovations because the initial capital investment would
be higher than conventional design. In the long-run, these technologies and project
approaches can often reduce operational costs over the life of the project, thus, freeing up
funds for infrastructure investments. Perhaps a fund similar in concept to the State
Participation Fund could be developed whereby the state could provide initial funding for
the incremental capital costs of these innovative sustainable projects. Methods for
determining the expected operational savings could be developed whereby the local entities
would retain a portion of the savings and replenish the fund with the remaining portion of
the annual operational savings. Criteria for allocating the funds could also encourage
entities to consider approaches that protect water quality in the project’s watershed so that
water and wastewater treatment costs could be reduced.

Other incentives could be developed that encourage energy providers and other industries
to partner with cities and river authorities to oversize water supply facilities to meet not
only their own needs but also provide water supply for other public uses. Such incentives
could also promote co-location of electric generating plants and water treatment facilities
that take advantage of the waste heat.

Another approach to encourage investment in water supply projects would include refining
Chapter 36 of the Water Code to provide clear guidance regarding calculation of recharge
credits if land owners or public agencies invest in land management projects that would
increase aquifer recharge. Currently, some entities and landowners hesitate to invest in
projects that would increase groundwater recharge without clear methods of ensuring that
withdrawal permits would be issued and available for use or lease to others. Creating some
certainty and consistency across the state could encourage such recharge projects.

SUMMARY

In closing, there is no one approach to secure funding to replace aging infrastructure and
meet the needs of a growing population. Federal, state and local governments working with
the private sector is required address these needs.

In general, policies that support private investment where it makes sense and those that
remove procedural impediments to creative project design and construction methods are
needed. The legislature can direct State agencies to review and revise their procedures and
to work with federal agencies on their procedures.

We encourage the legislature to appropriate funding to the Texas Water Development
Board, Texas Commission on Environmental Quality and Texas Parks and Wildlife
Department for priority data collection, data management and model development.
Funding should also provide for continued research into innovative technologies and water
supply options and implementation-level studies during the regional planning process.
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We encourage the funding mechanisms and policy frameworks that provide certainty for
local entities or private sector interests to invest in water projects. We also support those
mechanisms that provide incentives for integrated water management approaches that use
innovative technologies and approaches to increase sustainability.

Mzr. Chairman and Members of the Committee, we appreciate the leadership role of this
committee to address the challenges of funding these critically needed water and
wastewater projects. We look forward to working with you and your staffs to provide
information as you consider these issues.

Thank you for the opportunity to speak before the Committee. I am available for any
questions you may have.
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Appendix



AGENDA
Joint Committee on State Water Funding
October 21, 2008, 10:00 a.m.
Capitol Extension, E1.012
Austin, Texas

L. Call to Order

[L Texas Water Development Board
e Kevin Ward, Executive Administrator

1L Texas Commission on Environmental Qualit
¢ Mark Vickery, Executive Director

IV. Discussion Panel

Bill Allaway, President, Texas Taxpayers and Research Association

Lynn Sherman, Lynn Sherman Law Firm and Consulting

Michael J. Booth, Attorney, Booth, Ahrens & Werkenthin

Brian Sledge, Attorney-at-Law, Lloyd Gosselink Rochelle & Townsend, P.C.

V. Industrial Panel

John W. Fainter, Jr., President/CEQ, Association of Electric Companies of Texas
David Thorpe, Director of Government Affairs, American Beverage Association
Daniel Felton, Director of Government Relations, International Bottled Water
Association Russell Johnson, Partner, Mcginnis, Lochridge & Kilgore LLP and
Outside Texas Counsel, Nestle Waters NA

Mike McMullen, Director of Regulatory Affairs, Texas Chemical Council

Luke Bellsnyder, Executive Director, Texas Association of Manufacturers
Debbie Hastings, Vice President for Environmental Affairs, Texas Oil and Gas
Association

VL Municipal/Water Provider Panel

Robert Puente, Interim President/CEQ, San Antonio Water System
Wiley Stem;, Assistant City Manager, City of Waco

Gus Gonzalez, Water Director, City of Corpus Christi

Jody Puckett, Director, Dallas Water Utility

Roger Fussell, District Manager, Lumberton MUD

Lauren Crawford, Legal Counsel, Texas Municipal League

(over)



VIL

Environmental Panel

Mary Kelly, Vice President/Rivers and Deltas, Environmental Defense Fund
Kirby Brown, Executive Vice President, Texas Wildlife Association
Myron Hess, Manager of Texas Water Programs and Legal Council, National

Phil Ford, General Manager, Brazos River Authority
Suzanne Zarling, Executive Manager of Water Services, Lower Colorado River

Suzanne Scott, General Manager, San Antonio River Authority
Sam Scott, Executive Services Manager, Trinity River Authority
Robert Stroder, General Manager, Lower Neches River Authority
Jerry Clark, General Manager, Sabine River Authority

. Wildlife Federation

VII. River Authorities Panel

[ ]

®

Authority

[

®

[ ]

[
[X. Public Testimony
X. Adjourn
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Potential Revenue Sources for Funding
Texas Water Programs

Prepared by the Texas Water Development Board

Water Resources Planning Division

September 9™ 2008
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Potential Revenue Sources for Funding Texas Water
Programs

Iintroduction

The following document contains estimates of potential revenue sources for funding Texas water
supply programs. The Texas Water Development Board developed the estimates with the consultation of
staff from the Texas Commission on Environmental Quality and the Office of Texas State Comptroller.
Revenue sources considered include: 1) a tax on retail sales of water and/or sewer services provided by
public water suppliers, 2) a fee on retail water sales applied to the volume of water use as opposed to a tax
on utility revenues (i.e., a “water conservation development fee™), 3) a fee on water rights, 4) a “tap fee” on
all water utility connections, and 5) a tax on retail sales of bottled water. In addition, this Appendix
provides some examples of water related fees and taxes enacted by other state legislatures throughout the
nation.

1. Sales Tax on Retail Sales of Utility Water and Sewer

1.1 Description

The sales tax would apply to retail sales of water and/or sewer services provided by Public Water
Supply systems. As defined by the Texas Commission on Environmental Quality, Public Water Suppliers
are those that meet the definition of “community water systems.” These are systems that have the potential
to serve at least 15 residential service connections on a year-round basis or that serve at least 25 residents
on a year-round basis. Community water systems include municipal water utilities, various types of
districts established under state law (e.g., municipal utility districts), and investor owned water utilities.

Exemptions from the tax include:

= the first 5,000 gallons of residential water use regardless of total monthly consumption;

*  industrial customers;

® government and institutional customers; and

= religious, educational, charitable organizations, chambers of commerce, convention and tourist
promotional agencies and any non-profit organization including hospitals providing charity care.

Tax rates applied in estimates are:

= state: 6 1/4%
* cities and counties: assumed an average rate 1.80% (actual value may vary depending upon local
rates)

An “administrative fee” for utilities to administer and process tax collections would be allocated from total
tax revenues at a rate of 0.5 percent.



1.2 Estimated Revenues
Water

Over the next several biennia, projected tax revenues for water range from about $171 million in
2008 to $187 million in 2011 (Table 1). Local governments would receive an estimated $38 million in 2008
and $42 million in 2011, while the state share totals $133 million in 2008 to $146 million in 2011.

Sewer

Over the next several biennia, projected revenues for sewer range from about $112 million in 2008
to $124 million in 2011 (Table 2). Local governments would receive an estimated $25 million in 2008 and
$28 million in 2011, while the state portion amounts to $87 million in 2008 to $96 million in 2011.

Water and Sewer

Total projected revenues over the next two biennia for sewer and water range from $283 million in
2008 to $312 million in 2011. Local governments would receive an estimated $63 million in 2008 and $70
million in 2011, while the state portion amounts to $220 million in 2008 to $242 million in 2011.

1.3 Sensitivity of Tax Revenues to Changes in Level of Residential Exemption

Changes in the level of residential water exempted from a tax will affect revenue levels (Table 3).
On average, a 1,000 gallon decline in the exemption level increases projected revenues in 2008 by about
$13 million for water and $10 million for sewer for a total average increase of $23 million.

1.4 Cost Increases for Water Consumers

For commercial accounts the average monthly cost increase for water is $8.75 for water and $4.72
for sewer for a total of $13.47 (Table 4). For residential water customers monthly cost increases would vary
based on the level of exemption. For example, under a fee structure with a 5,000 gallon exemption, average
monthly water bills would increase by $1.21 for water and $0.92 for sewer for a total of $2.13 per month.
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Table : Potential Revenues Generated from a Sales Tax on Retail Water Service Provided by Community Public Water Suppliers in Texas

($ millions)
Estimated
utility sales Estimated taxable utility sales (water)
(water)
2007 2008 2009 2010 2011
Residential $2,162 $1,418 $1,465 $1,514 $1,565
Commercial $561 $594 3614 $635 3656
Irrigation 3103 5110 $114 $118 $122
Industrial $245 na na na na
Government, fire and other/unspecified 3288 na na na na
Projected tax revenues (water)

State tax revenues (6.25% of taxable revenues ) na $133 $137 $142 $146
Local tax revenues (1.80 % of taxable revenues) na $38 $39 $41 $42
Administrative fee for utilities (0.5% of tax revenues) na $0.85 $0.88 $0.91 $0.94
Total tax revenues to state and local government na 3171 $175 $182 5187

Exemptions

industrial accounts
government and institutional accounts
non-profits, religious organizations etc.

first 5,000 gallons of residential water use is exempted from the tax

Source: TWDB analysis of data from American Water Works Association, data from the Texas Commission on Environmental Quality and
data from the TWDB Water Uses Survey. “na” = not applicable.

Table 2: Potential Revenues Generated from a Sales Tax on Retail Sewer Service Provided by Community Public Water Suppliers in Texas

($millions)
Estimated
utility sales Estimated taxable utility sales (sewer) *
(sewer)
2007 2008 2009 2010 2011
Residential $1,643 $1,078 $1,114 $1.151 $1,189
Commercial $303 $321 $332 $343 $354
lrrigation $0 $0 $0 50 $0
Industrial $132 na na na na
Government, fire and other/unspecified $155 na na na na
Projected tax revenues (sewer)

State tax revenues (6.25% of taxable revenues ) na $87 $90 $93 $96
Local tax revenues (1.80 % of taxable revenues) na $25 $26 $27 $28
Administrative fee for utilities (0.5% of tax revenues) na $0.56 $0.58 $0.60 $0.62
Total tax revenues to state and local government na $112 $116 $i20 5124
Exemptions

. first 5,000 gallons of residential water use is exempted from the tax

. industrial

. government and institutional,

[ ]

non-profits, religious organizations etc.

Source: TWDB analysis of data from American Water Works Association, data from the Texas Commission on Environmental Quality and
data from the TWDB Water Uses Survey. “'na” = not applicable.
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Table 3: Sensitivity of Revenues to Changes in Levels of Residential Exemption for a Sales Tax on Water and/or Sewer
($millions, total projected state and local 2008 revenue levels)

Water 2008

5,000 gallon exemption $171 0%
4,000 gallon exemption $189 10%
3,000 gallon exemption $202 19%
2,000 gallon exemption $217 27%
1,000 gallon exemption $225 32%
No exemption on residential water $237 39%
Sewer 2008

5,000 gallon exemption $1i2 0%
4,000 gallon exemption $136 22%
3,000 gallon exemption $154 37%
2,000 gallon exemption $147 32%
1,000 gallon exemption $154 37%
No exemption on residential water $163 45%
Water and Sewer 2008

5,000 galton exemption $283 0%
4,000 gallon exemption $338 20%
3,000 gallon exemption $333 18%
2,000 gallon exemption $364 29%
1,000 gailon exemption $379 34%
No exemption on residential water $399 42%

Source: TWDB analysis of data from American Water Works Association, data from the Texas Commission on Environmental Quality and
data from the TWDB Water Uses Survey.
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Table 4: Estimated Increases in Average Monthly Water Bills for Residential and Commercial Water Customers Resulting from a Sales
Tax on Water and/or Sewer (based on projected revenues levels in 2008)

Residential Commercial

Avelage. monthly Increase Av erage monthly Increase
Water bill bill
5,000 gallon exemption $28 $1.21
4.000 gailon exemption $28 $1.41 na na
3,000 gallon exemption $28 $1.55 na na
2,000 gallon exemption $28 $1.71 na na
1,000 gallon exemption $28 $1.80 na na
No exemption on residential water $28 $1.92 $124 $8.75
Sewer
5,000 gallon exemption $22 $0.92 na na
4,000 gallon exemption $22 $1.07 na na
3,000 gallon exemption 522 $1.18 na na
2,000 gallon exemption $22 $1.30 na na
1,000 gallon exemption $22 $1.37 na na
No exemption on residential water $22 $1.46 $67 $4.72
Water and Sewer
5,000 gallon exemption $50 $2.13 na na
4,000 gallon exemption $50 $2.48 na na
3,000 gallon exemption 550 $2.73 na na
2,000 gailon exemption $50 $3.01 na na
1,000 gallon exemption $50 $3.17 na na
No exemption on residential water $50 $3.38 $191 $13.47

Source: TWDB analysis of data from American Water Works Association, data from the Texas Commission on Environmental Quality
and data from the TWDB Water Uses Survey. “na” = not applicable.

2. Water Conservation and Development Fee Proposed under

Senate Bill 3 of the 79" Texas Legislature

2.1 Description

A water conservation and development fee was proposed under Senate Bill 3 (79" Texas
Legislature) to support water supply development in the state. It is similar in structure to the sales tax on
water; however, it is designed as a fee that would apply to the volume of water sold by Public Water
Systems as opposed to taxing sales revenues. As such, the fee would not necessarily apply to sewer service;
although it could. As structured in Senate Bill 3, the fee would apply at a rate of $0.13 cents per 1,000
gallons of water sales. Exemptions from the fee include:

s the first 5,000 gallons of residential water used regardless of total monthly consumption;

* industrial customers;

= government and institutional customers; and

s religious, educational, and charitable organizations; chambers of commerce, convention and
tourist promotional agencies; and any non-profit organization including hospitals providing

charity care.
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An “administrative fee” for utilities to administer and process tax collections would be allocated from the
total tax revenues raised at a rate of 0.5 percent.

2.2 Estimated Revenues

Over the next several biennia, projected revenues from a water conservation and development fee
range from $70 million in 2008 to $72 million in 201 lassuming a 5,000 gallon exemption on residential
water sales (Table 5).
2.3 Sensitivity of Tax Revenues to Changes in Level of Residential Exemption

Changes in the level of residential water exempted from the fee will affect revenue levels (Table
6). On average, a 1,000 gallon reduction in the exemption level increases revenues by rpughly $9 million
per year over the next two biennia.
2.4 Cost Increases for Water Consumers

With a 5,000 gallon exemption, costs to residential water consumers would rise by an estimated

$0.48 per month on average (Table 7). A typical commercial customer would see an increase of $4.66 on
their monthly water bill.

Table 5: Potential Revenues Generated from a Water Conservation and Development Fee as Proposed Under Senate Bill 3 of the 79"
Texas Legislature ($mi11i_0ns)

Estimated
utility sales Estimated taxable utility sales volume (acre-feet)
volume
(acre-feet)
2007 2008 2009 2010 2011
Residential 2,076,620 982,631 990,827 999,090 1,007,423
Commercial 577,716 570,884 575,645 580,446 585,287
lrrigation 114,426 115,381 116,343 117,313 118,292
Industrial ' 315,173 na na na na
Govermnment, fire and other/unspecified 249,572 na na na na
Projected tax revenues ($millions)

Total fee revenues na $71 $71 $72 $72
Administrative fee for utilities (0.5% of fee revenues) na $0.35 $0.35 $0.36 $0.36
Total fee revenues to the state na $70 $71 $72 $72

Exemptions

first 5,000 gallons of residential water use is exempted from the tax
industrial

government and institutional,

non-profits, religious organizations etc.

Source: TWDB analysis of data from American Water Works Association, data from the Texas Commission on Environmental Quality
and data from the TWDB Water Uses Survey. “na” = not applicable.
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Table 6: Sensitivity of Total Fee Revenues to Changes in Levels of Residential Exemption for a Water Conservation and Development
Fee ($millions based on projected 2008 fee revenue levels)

Water 2008

5,000 gallon exemption $70 0%
4,000 gallon exemption 377 +10%
3.000 gallon exemption $85 +21%
2,000 gallon exemption $94 +35%
1,000 gallon exemption $104 +49%
No exemption on residential water 5115 ) +64%

Source: TWDB analysis of data from American Water Works Association, data from the Texas Commission on Environmental Quality
and data from the TWDB Water Uses Survey.

Table 7: Estimated Increases in Average Monthly Water Bills for Residential and Commercial Water Customers due to a Water
Conservation and Development Fee of $0.13 per 1,000 gallons (based on projected 2008 fee revenue levels)

Residential Commercial

Residential Exemption Ave:jagtzrl%?ﬁth]y frorease Avemgsnl?onthly fnorease
5,000 gallon exemption $28 $0.48 na na
4,000 gallon exemption $28 $0.57 na na
3,000 gallon exemption $28 $0.66 na na
2,000 gallon exemption $28 $0.77 na na
1,000 gallon exemption $28 $0.88 na na
No exemption on residential water $28 $1.01 $122 $4.66

Source: TWDB analysis of data from American Water Works Association, data from the Texas Commission on Environmental Quality
and data from the TWDB Water Uses Survey. “na” = not applicable.
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3. Water Rights Fee

3.1 Description

A water rights fee would place a charge on authorized water rights in the state. Although the fee
could vary according to type of use, for this presentation a $1.50 surcharge per acre-foot of authorized
water for municipal, industrial, irrigation and mining water rights holders would apply. Water rights
allocated to in-stream uses (i.e., recreation and hydroelectric) would be exempt as would water rights for

storage.

3.2 Estimated Revenues

Over the next two biennia, projected fee revenues for this option are approximately $49 million
dollars per annum (Table 8). The majority of revenues would stem from fees on holders on “multi-use”
water rights holders, which generally include a combination of water rights for municipal, industrial and or
irrigation water use ($22 million per year) and industrial use ($16 million per year).

3.3 Cost Increases for Water Consumers

For municipal water rights holders, average annual costs would total $10,906, and costs for
industrial permit holders would amount to $44,421 per year. Annual costs to irrigators and mining
operations are lower at $1,148 and $1,413 respectively.

Table 8: Potential Revenues Generated from a Fee on Water Rights in Texas (2008-2011)

Annual volume
permitted

No. of permit

Avg. volume per
permit holder

Projected annual
fee revenues

Avg. annual cost

(acre-feet) holders (acre-feet) ($millions) per permit holder

Municipal 3,068,153 422 7271 $4.60 $10,906
Multiuse 14,611,991 895 16,326 $21.92 $24,489
Industrial 10,927,458 369 37,468 $16.39 344,421
Irrigation 4,136,024 5,404 846 $6.20 $1,148
Mining 149,751 159 1,068 $0.22 $1.413
Hydroelectric 11,167,361 25 748,782 na na

Other 232,849 1,402 439 na na

Total 44,293,587 8,676 812,199 $49.34 $5,687

Database 2006. “'na” = not applicable.

* Assumes an annual fee of $1.50 per acre-foot of permitted water. “Other” primarily includes storage rights, recreation, domestic
and livestock uses and recharge. Source: Based on data from the Texas Commission on Environmental Quality Water Rights
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4. Tap Fee on Public Water Supply Connections
4.1 Description

A “tap fee” would place a charge on all Public Water Supply connections in the state. Although
the fee could vary according to type of use, for this presentation a monthly surcharge of $1.00 per
connection regardless of the type or volume of use is assumed; however, the fee could be structured to
exempt low volume water consumers or different types of water users. Figures here assume that
government and institutional users would be exempt.

4.2 Estimated Revenues

Over the next two biennia, projected fee revenues for this option are approximately $95 million in
2008 and $97 million in 2011 (Table 9). The majority of revenue streams would stem from residential
water consumers (approximately 95 percent of total fee revenues).

4.3 Cost Increases for Water Consumers

Costs would increase by $1.00 per month for total annual costs of approximately $12.00 per
connection.

Table 9: Potential Revenues Generated from a Tap Fee on Public Water Supply Connections in Texas (Smillions)

Estimated
no. of Projected no. of connections *
connections

2007 2008 2009 2010 2011
Residential 7233497 7,371,074 7,440,840 7,511,267 7,582,361
Commercial 428,992 437,151 441,288 445,465 449,681
[rrigation 49,951 50,901 51,383 51,869 52,360
Industrial 21,719 21,966 22,091 22,216 22,342
Government, fire and other/unspecified 224,004 na na na na

Projected fee revenues ($millions)

Total fee revenues na ' $95 l 395 l $96 I $97

*Estimates assume a $1.00 monthly charge per connection. Government, fire and other institutional connections are
assumed exempt. Source: TWDB analysis of data from American Water Works Association, data from the Texas
Commission on Environmental Quality and data from the TWDB Water Uses Survey. “na” = not applicable.
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5. Sales Tax on Bottled Water

5.1 Description

A sales tax on bottled water would extend state and local sales taxes to retail sales of bottled water
and would likely include:

* non-carbonated bottled water commonly sold in retail outlets (e.g., Evian or Ozark Springs) in
various size containers;

*  distilled water sold in gallon or larger sized containers often used for cooking and drinking;

* carbonated or seltzer water including brands such as Perrier and a wide variety of products sold as
“club soda;” and

*  “cooler” or delivered water to venues such as homes, offices, factories and schools. These are
typically sold in 5 to 10 gallon containers and dispensed via drinking water coolers.

This does not include non-packaged bulk water delivered by tanker truck and dispensed into
residential cisterns or wells, nor would it include water sold at community dispensers.

5.2 Estimated Revenues

Based on information from the International Bottled Water Marketing Association and the U.S.
Beverage Marketing Association, sales of bottled water in the U.S. have risen sharply over the years. In
1976, retailers sold about 354 million gallons of bottled water. In 2007, retailers across the U.S. sold 9,075
million gallons worth of bottled water with total sales revenues valued at roughly $11,905 million. The
average annual growth rate in revenues has been 12 percent per year. California leads the nation in
consumption with about one fourth of the market followed by Texas and Florida. Texas has consistently
made up about 10 percent of the national market based on volume; and since 1985, volumetric sales in the
state have grown by 500 percent. In 2007, estimated sales revenues for bottled water in Texas totaled nearly -
$1,191 million (Table 10). Projected tax revenues for bottled water in 2008 would amount to about $100
million with $78 million in state taxes and $22 million in local taxes. By 2011, boitled water sales in Texas
will likely increase substantially and would generate state and local tax revenues valued at an estimated
$131 million ($102 million in state taxes and approximately $29 million in local tax revenues).
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Table 10: Potential Revenues Generated from a Sales Tax on Bottled Water in Texas ($millions)

Estimated

hls;;);lcal Projected sales revenues (Smillions)

revenues

2007 2008 2009 2010 2011
Bottled water sales $1.191 $1,248 $1,364 $1.490 $1.628
Projected tax revenues from bottled water sales ($millions)*

State tax revenues (6.25% of taxable revenues ) na $78 585 $93 5102
Local tax revenues (1.80 % of taxable revenues) na $22 $25 $27 $29
Total tax revenues to state and local government na 3100 $110 $120 $131

* Estimates for projected bottled water sales revenues were adjusted to reflect to the negative impact of a price increase due to sale tax
on sales volumes.
Source: Based on TWDB analysis from the International Bottled Water Association and U.S. Beverage Marketing Association.
“na” = not applicable.
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Survey of Water Related Fees and Taxes in Other States

Table 11 contains examples of water related fees and taxes that state governments in other areas of
the nation have enacted over the years. The list is not intended to be comprehensive, but rather serves to
illustrate how some other states have approached water use from the perspective of public finance.
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Appendix
U



Summary of Potential Revenue Sources for Funding Texas Water
Programs (2008-2011)

1) Sales Tax on Retail Utility Water and Sewer Service

Description: Applies the state sales tax to retail sales of water and sewer service (6.25% for the state sales tax
and 1.80% for local sales taxes). Exempts the first 5,000 gallons of monthly residential water use, and
industrial, governmental, and institutional water use.

Revenues: Estimated revenues to the state range from $220 million in 2008 to $242 million in 2011. Estimated
revenues to local government range from $63 million in 2008 to $70 million in 2011.

2) Water Conservation and Development Fee

Description: Applies to the volume of water sold as opposed to taxing sales revenues. As structured, the fee
would apply a rate of $0.13 cents per 1,000 gallons of water sold, and would exempt the first 5,000 gallons of
monthly residential water use, industrial water use and governmental and institutional water use.

. Revenues: Estimated revenues to the state range from $71 million in 2008 to $72 million in 2011. As structured,
this option would not generate revenues for local governments.

3) Water Rights Fee

Description: Would place a $1.50 surcharge per acre-foot on currently authorized and future permits issued to
municipal, industrial, irrigation and mining water rights holders. Water rights allocated to in-stream uses (i.e.,
recreation and hydroelectric) would be exempt as would rights for water storage.

Revenues: Estimated revenues to the state are approximately $49 million per annum from 2008 to 2011. As
structured, this option would not generate revenues for local governments.

4) Tap Fee on Public Water Supply Connections

Description: Places a $1.00 fee on public water supply connections; government and institutional water
connections would be exempt.

Revenues: Estimated revenues to the state range from $95 million in 2008 to $97 million in 2011. As structured,
this option would not generate revenues for local governments.

5) Sales Tax on Bottled Water

Description: Extends the state sales tax to retail sales of bottled water (6.25% for the state sales tax and 1.80%
for local sales taxes). Would not include non-packaged bulk water delivered by tanker truck and dispensed into
residential cisterns or wells, nor would it include water sold at community dispensers.

Revenues: Estimated revenues to the state range from $78 million in 2008 to $102 million in 2011. Estimated
revenues to local government range from $22 miltion in 2008 to $29million in 2011.
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Texas Water Development Board
Annual GR/GR Dedicated Funding Required

Operations
Baseline
General Revenue
Dfund administration

Exceptional items - Recurring
EDAP
Federal Regulatory Support
Groundwater Science
Advancing Water Conservation
Ogallala Aquifer
SB3 Environmental Flows
TNRIS Date Services
Flood Protection Planning Grants
Climate Variability

Total Annual Operating
Debt Service
Baseline
Exceptional Items
EDAP
State Water Plan
State Participation

Total Annual Debt Service

Total Annual GR

CADOCUME~1\cstewartLOCALS~1\Temp\XPgrpwise\10.21.08 Joint Cmte Water Funding annual needs

$ 28,226,003
980,312

1,280,300
270,070
1,883,863
3,367,500
411,515
319,952
225,350
2,000,000
3,667,499 13,426,049

42,632,364

51,369,584

4,187,700
87,107,283
2,750,000 94,044,983

145,414,567

$ 188,046,931

10/16/20083:32 PM
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JOINT INTERIM COMMITTEE ON
WATER FUNDING
OCTOBER 21, 2008

Good morning Members. I appreciate the opportunity to be with
you today and to continue our dialogue on how we should address
the funding needs for the state’s water program.

This morning I will briefly highlight several of the significant
issues that I previously discussed in the two earlier joint interim
hearings. 1 will theh discuss the current funding structure and the
challenges it presents to administer and fund the various activities
associated with the state’s water program. Finally, I will
summarize the agency’s water funding needs for the next
biennium, as it has been addressed in the TCEQ’s Legislative

Appropriations Request, or LAR for the *10-"11 biennium.



Pt N

BACKGROUND

As mentioned in the previous joint interim hearings, the TCEQ is
primarily a fee funded agency. In FY ’08-°09, approximately 88%
of the agency’s funds were from monies collected from the fees we
assess.

The primary account to support the agency’s water programs is the
Water Resource Management Account #153. Over the last couple
of bienniums the L,egislature_ has been appropriating fund balances
from this account to the TCEQ to off-set decreases in General

Revenue to the agency. As a result, for the upcoming biennium the

fund balances in Account #153 will be depleted.

As a reminder, historically the TCEQ received up to $50 million in
General Revenue for a biennium and up to 98% of that General

Revenue was used to supplement the agency’s water program.



If the current level of funding for the agency’s water program is to

continue into the *10-"11 biennium, the amount of General

Revenue the agency receives will have to increase and/or the

amount of revenue deposited to Account #153 will have to

increase.

FUNDING STRUCTURE/CHALLENGES

As we advance the discussion on how to address the shortfall in
Account #153, as well as the funding needs in the 10-’11
biennium, I believe it would be helpful to give a brief history on
how the state’s water program is funded.

When TCEQ went through sunset in 2001, the Legislature
determined that water-related fees collected by the agency would,
for the most part, be deposited to the Water Resource Management

Account #153.



The language in the sunset bill provided statutory authority that
revenues deposited to that account would be available to the
Legislature and the TCEQ to support activities associated with
ensuring the quality and availability of the state’s water.

Given this statutory authority, revenues deposited to account #153
have been used to support the varied activities associated with the
state’s water program(s). These activities include water rights,
storm water, public drinking water, TMDL development, water
utilities, dam safety, wastewater, river compacts, water availability
modeling, water assessment, CAFOs, sludge and ground water
protection.

Though most of these activities have a fee that can generally be
associated with these activities, several do not, such as TMDLs,
dam safety, river compacts, and ground water protection.

In these instances, as well as in addition to supporting the agency’s
overall water program, the statute authorizes the use of revenue

deposited to Account #153.



This statutory authority recognizes that these water-related

activities benefit people across the state and that the goal of

protecting the state’s water resource is an important one to every
Texan.

Since the statutory language authorizes the use of these fee
revenues for the broad purpose of protecting water quality, the
responsibility of safeguarding this resource is primarily borne by
fees deposited to Account #153, while General Revenue to
supplement the water program has declined.

It is an on-going challenge to meet the demands of individual fee

payers, while also addressing the overall needs of our water

program.

FUTURE FUNDING NEEDS -

What are the future funding needs for these state water program
activities in the upcoming biennium? The agency’s LAR

maintains the current level of service.



TCEQ’s LAR includes a request of approximately $106.7 million
for the biennium from the Water Resource Management Account
#153.

From a program perspective, this request reflects the status quo in
the core water-related areas, other than a $3.3 million increase to
expand water-related activities associated with field operations and
information technology.

This requested level does not include any exceptional item
requests.

The $106.7 million included in the LAR, though, is greater than
the amount that is estimated to be available in the account during
the 2010-2011 biennium.

If we receive the same amount of General Revenue that we

received in *08-"09, we estimate a revenue shortfall of $40 million

for the upcoming biennium.

A primary reason for the shortfall is the fact that the fund balances
that had been supporting the appropriations made from Account

#153 over the past two bienniums has now been depleted.



The TCEQ’s LAR request from the Water Resource Management
Account includes several changes to the internal funding structure
at the agency.

Over the years, the water program has not shouldered its fair share
of the indirect administrative cdsts for the agency. In.our revicw
of the agency’s water program, it was determined that the LAR
should represent a level of funding from Account #153 that moves
toward a more accurate and equitable contribution towards the
agency’s indirect administrative costs.

The agency also took this opportunity to include a slight increase,
$3.3 million, for a couple of existing initiatives. The total amount
of these shifts and increases in funding is approximately $14.4
million in the biennium.

This amount, as well as the already expected shortfall due to

depletion of the fund balance, are affecting the expected $40

million shortfall in Account #153 included in the agency’s LAR

for FY 2010 and 2011.



FUNDING OPTIONS

There are several options to address this shortfall. All these
options are in addition to maintaining the current level of general
revenue provided to the TCEQ:

- increase general revenue by an additional $20 million for
both FY ’10 and ’11;

- increase general revenue by an additional $20 million for FY
’10 only and increase fee revenue deposited to Account #153
mFY’11;

- increase fee revenue deposited to Account #153 by $20
million in both FY 10 and “11.

By rule, the TCEQ has the authority to increase several of the fees
associated with Account #153. However, statutory changes by the
81° Legislature could provide direction regarding changes to the
fee structure. Legislation could also address‘ equity issues due to
statutory caps currently in piace for the most significant water-

related fee assessed by the agency, the Consolidated Water Fee.,



CONCLUSION

As we move to ensure that sufficient funds are available to manage
and protect the state’s water resources, we must also make certain
that the collection of those funds is equitable and cost-efficient.
Developing an overall funding structure that will appropriately
support the state’s water resources is a challenge that requires the
efforts of many.

I look forward to working with you during the discussion of the
TCEQ’s appropriations for the 2010-2011 biennium to resolve the
shortfall issue. This concludes my remarks and I am availaﬁle to

respond to any questions. Thank you.





